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The President 


EXECUTIVE ORDER 

Amindment or Paragraph 6. Subdivision 
VH. Schedule A. Civil Service Rules 

By virtue of and pursuant to the au¬ 
thority vested In me by paragraph 
Eighth, subdivision SECOND, section 2 
of the Civil Service Act (22 8tat. 403, 
404), it is ordered that paragraph 6, 
Subdivision vn. Schedule A of the Civil 
Service Rules be, and it is hereby, 
juncisded to read as follows: 

* 6. Temporary clerks, carriers, and 
laborers required for part-time or in¬ 
termittent work in the Postal Service 
In connection with the holiday or sea¬ 
sonal business from November 15, 1938, 
to January 15, 1939." 

Franklin D Roosevelt 

The White House, 

November 15, 1938. 

I No. 80071 

IP. R. Doc. 38-3400; Piled. November 17.1938; 

11:12 a. so.) 


Rules, Regulations, Orders 


TITLE 6—AGRICULTURAL CREDIT 
FARM SECURITY ADMINISTRATION 
(Memorandum No. 708J 

Prescribing Rules and Regulations for 
the Administration op Loans, Grants 
and Farm Debt Adjustment Activities 
for Needy Persons, Under the Rural 
Rehabilitation Program 

November 16. 1938. 
Pursuant to the authority vested In me 
by the Emergency Relief Appropriation 
Act of 1938, I hereby prescribe the fol¬ 
lowing* mles and regulations for the ad¬ 
ministration of loans, grants and farm 
bt adjustment activities for needy per¬ 
sons, under the rural rehabilitation pro- 
pam of the Farm Security Administra¬ 
tion: 


1. Loans may be made by the Farm 
Security Administration for the purpose 
of financing, in whole or in part, the 
purchase of necessary equipment, stock, 
supplies and subsistence needs of, and 
for soil and farm improvements for 
farmers, farm tenants, croppers and 
farm laborers, and for such other pur¬ 
poses as may be necessary in the admin¬ 
istration of rural rehabilitation and re¬ 
lief for needy persons. 

(a) Such loans may be made either to 
Individuals or to bona fide agencies or 
cooperative associations, provided, how¬ 
ever, that loans to such agencies or asso¬ 
ciations may only be made upon condi¬ 
tion that (1) no inequitable restrictions 
on membership or participation are im¬ 
posed. and (2) that such agencies or 
associations be so conducted under the 
supervision of the Farm Security Admin¬ 
istration as to protect adequately the 
interests of the United States and of the 
members or participants therein. No 
loan shall be made without my approval 
to any individual which would result in 
his total Indebtedness to the Farm Secu¬ 
rity Administration under the rural re¬ 
habilitation program exceeding the 
amount of $10,000, to any cooperative 
association or agency which would re¬ 
sult in a total indebtedness of such asso¬ 
ciation or agency to the Farm Security 
Administration exceeding the amount of 
$15,000. or to any individual for partici¬ 
pation in any cooperative association or 
agency which would result In the total 
outstanding indebtedness of individuals 
for loans in the aggregate for participa¬ 
tion in such association or agency ex¬ 
ceeding the amount of $17,500. 

(b) Interest shall be charged on such 
loans at a rate not greater than 5% 
nor less than 3% per annum. Different 
interest rates may be fixed for different 
classes of loons. 

(c) No loan to an individual shall be 
for a period In excess of 10 years, or to 
a cooperative association or agency for 
a period In excess of 40 years. Subject 
to these limitations, the period for any 
loan or class of loans, and the repayment 
schedules therefor, shall be fixed upon 
the basis of <1) the use to which the 
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proceeds thereof shall be put; (2) the 
financial resources and earning capacity 
of the borrower; and <3) in the case of 
loans to finance the purchase of specific 
property, the probable rate of deprecia¬ 
tion and the estimated life thereof. 

(d> Upon default In any payment due 
to the Farm Security Administration. It 
may (1) enforce payment by realizing 
upon the security or by legal proceedings 
or (2) renew the obligations of the 
debtor upon terms and conditions not 
Inconsistent with the provisions of these 
rules and regulations, 

(e) The Farm Security Administration 
shall have authority to do all acts neces¬ 
sary or proper for the making, servicing, 
renewing and collecting of loans made 
pursuant hereto or heretofore made by. 
or transferred to. said administration. 
Security shall be taken whenever deemed 
desirable and for this purpose authority 
Is hereby granted to accept, record, re¬ 
lease and satisfy Instruments of security 
of all kinds. 

2. The Farm Security Administration 
may make direct grants to farmers, farm 
tenants, croppers and farm laborers for 
necessary subsistence and medical needs. 
Such grants shall be limited In each In¬ 
stance to the amount required by the 
farm family to meet actual subsistence 
needs and to preserve its health. Where 
the protection of the family water sup¬ 
ply, the screening of houses, or the build¬ 
ing of sanitary privies is essential to 
health, grants may be made to eligible 
families for such purposes when author¬ 
ized for a given area by the Adminis¬ 
trator. 

3. The Farm Security Administration 
shall assist farmers, farm tenants, crop¬ 
pers and farm laborers In bringing about 
an adjustment of their debts by volun¬ 
tary agreement with their creditors and 


for this purpose may cooperate with 
state and local agencies. 

4. The Administrator of the Farm 
Security Administration, or. in his ab¬ 
sence, the Acting Administrator, shall 
exercise the authority contained herein 
subject to my general supervision, may 
issue detailed Instructions for the ad¬ 
ministration of the rural rehabilitation 
program, consistent with these rules and 
regulations, and. to the extent found ad¬ 
visable. shall be empowered to delegate 
and authorize the redelegation of this 
authority to subordinate officers and em¬ 
ployees of the Farm Security Adminis¬ 
tration. 

5. The Administrator, the Acting Ad¬ 
ministrator and each subordinate officer 
and employee of the Farm Security Ad¬ 
ministration to whom any of the author¬ 
ity herein granted is redelegated, shall be 
authorized as agent and attorney-tn-fact 
for the United States of America to 
execute any and all legal Instruments 
necessary or proper in the execution of 
the program herein established. 

6. To the extent legally permissible, the 
authority delegated by me by memoran¬ 
dum of January 14, ?938, with respect 
to the state rural rehabilitation corpora¬ 
tion trust funds and state rural rehabili¬ 
tation corporations under the control of 
the Department, shall be exercised In 
accordance with these rules and regula¬ 
tions. in the execution of a rural 
rehabilitation program. 

7. Existing orders and procedures gov¬ 
erning the Farm Security Administration 
in the conduct of the rural rehabilitation 
program shall remain In effect until 
superseded by Instructions issued by the 
Administrator or the Acting Admin¬ 
istrator. 

8. Nothing herein contained shall be 
deemed to affect any programs or activ¬ 
ities of the Farm Security Administra¬ 
tion involving loans for water facilities, 
loans for construction purposes, or loans 
made In connection with any resettle¬ 
ment project or rural rehabilitation 
project for resettlement purposes. 

(seal! H. A. Wallace, 

Secretary, 

|F. R. Doc. 38-3465; Plied. November 16.1638; 

3:49 p.m.) 


TITLE 7—AGRICULTtTt E 

BUREAU OF AGRICULTURAL 
ECONOMICS 

Part 29—The Tobacco Inspection Act 

ORDER or DESIGNATION OF TOBACCO MARKETS 

Abingdon, Virginia ; Huntington. West 
Virginia: Knoxville, Tennessee; Mays- 
xAlle, Paris, and Springfield, Kentucky; 
and Ripley. Ohio 

Whereas. The Act of Congress ap¬ 
proved August 23, 1935 (49 Stat., 731; 
7U.a C., Sup. I, Chap. 21A) entitled 
<# The Tobacco Inspection Act" contains 
the following provisions: 


Sec. 2. That transactions In tobacco In¬ 
volving the sale thereof at auction m com. 
monly conducted at auction markets qj* 
affected with a public interest: that *uch 
transactions are carried on by tobacco pro¬ 
ducers generally and by persona engaged in 
the business of buying and relllng tobacco 
In commerce; that the classification of to¬ 
bacco according to type, grade, and other 
characteristics affects the prices received 
therefor by producers; that without uni¬ 
form standards of classification and taftpec- 
tlon the evaluation of tobacco U susceptible 
to speculation, manipulation, and control 
and unreasonable fluctuations In prices and 
quality determinations occur which are det¬ 
rimental to producer! and peruana handling 
tobacco in commerce; that such fluctuations 
constitute a burden upon commerce imd 
make the use of uniform standard* of classi¬ 
fication and Inspection imperative for the 
protection of producers and others engaged 
In commerce and the public Interest thenin. 

Sec. 6. That the Secretary is authorized to 
designate those auction market* where to¬ 
bacco bought and sold thereon at aucUon. 
or the products customarily manufur ?.■ red 
therefrom, moves tn commerce. Before any 
market is designated by the Secretary under 
this section he shall determine by refvr- 
endum the desire of tobacco grower* who 
sold tobacco at auction on such market dur¬ 
ing the preceding marketing aeawn The 
Secretary may at his discretion hold one 
referendum for two or more markets or for 
nil markets In a type area No mark?: or 
group of markets shall be designated by the 
Secretary unless two-thtrda of thr grower* 
voting favor It. The Secretary shall have ac¬ 
cess to the tobacco record* of the Colic^ar at 
Internal Revenue and of the several collector* 
of Internal revenue for the purpof* of ob¬ 
taining the names and addresses of grower* 
who sold tobacco on any auction market, und 
the Secretary shall determine from said rec¬ 
ords the eligibility of such grower to vote in 
auch referendum, and no grower ehall be 
eligible to vote tn more than one referendum. 
After pubUc notice of not less than thirty 
days that any auction market has been to 
designated by the Secret-ry. no tobacco shall 
be offered for sale at auction on such market 
until It shall have been inspected and certi¬ 
fied by an authorized representative of the 
Secretary according to the standard* <*tab- 
liahed under this Act. except that the Secre¬ 
tary may temporarily suspend the require¬ 
ment of Inspection and certification at any 
designated market whenever he finds it im¬ 
practicable to provide for such inspection 
and certification because competent inspec¬ 
tors are not obtainable or because the quan¬ 
tity of tobacco available for Inspection is In¬ 
sufficient to Justify the cost of such service: 
Provided, That, in the event competent in¬ 
spectors are not available, or for other rea¬ 
sons. the Secretary is unable to provide for 
such Inspection and certification at all auc¬ 
tion markets within a type area, he shall first 
designate those auction markets where the 
greatest number of grower* may be served 
with the facilities available to him No fee 
or charge shall be Imposed or collected for 
Inspection or certification under this auction 
at any designated auction market. Nothing 
contained In this Act shall be construed to 
prevent transactions In tobacco at markets 
not designated by the Secretary or at deeis- 
nated markets where the Secretary has pus- 
pended the requirement of inspection or to 
authorize the Secretary to close any market. 

and 

Whereas, pursuant to said Act refer¬ 
endum* were held among growers who 
sold Burley tobacco at auction during the 
hist season on the markets of Abingdon, 
Virginia; Huntington. West Virginia; 
Knoxville, Tennessee; Maysvllle. Paris, 
and Springfield, Kentucky; and Ripley. 
Ohio, in which referendum* such grow¬ 
ers were given an opportunity to vote 
for or against the designation of said 
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market* as provided In Section 5 of the 

Act. and 

Whereas, more than two-thirds of the 
growers voting in said referendum* and 
who sold tobacco at auction on said mar¬ 
ker during the last marketing season 
voted in favor of said designation, 
r*c 20.301 (k) Designation of tobacco 
markets . 

Now. therefore, by virtue of the au¬ 
thority conferred upon me by Section 5 
of The Tobacco Inspection Act and the 
affirmative results of the referendums 
conducted thereunder, the auction to- 
bi.^co markets of Abingdon. Virginia; 
Huntington. West Virginia; Knoxville, 
Tennessee: Maysville. Paris, and Spring- 
field, Kentucky; and Ripley. Ohio are 
designated as markets where tobacco 
bought and sold thereon at auction, or 
the products manufactured therefrom, 
nmves in commerce. 

It is hereby ordered . That, effective 30 
days from this date no tobacco shall be 
offered for sale at auction on the above- 
named markets until it shall have been 
inspected and certified by an authorized 
representative of the United States De¬ 
partment of Agriculture according to 
standards established under the Act; 
Provided , however . That the requirement 
of Inspection and certification may be 
pended at such times as it Is found 
impracticable to provide Inspection or 
wlien the quantity of tobacco available 
for Inspection is insufficient to Justify 
tlie cost of such service. No fee or charge 
shall be imposed or collected for the In¬ 
spection and certification of tobacco sold 
or offered for sale at auction on the mar¬ 
kets designated herein. <49 Stat. 731; 
7 U. 8. C. Sup. I, Chap. 21A.) 

In testimony whereof. I have here¬ 
unto set my hand and caused the official 
r*al of the Department of Agriculture 
to be affixed in the City of Washington, 
his 16th day of November 1938. 

i seal) H. A. Wallace. 

Secretary of Agriculture . 

IF. R Doc. 30-3467; Plied. November 16.1938; 

3:50p. m.J 


BUREAU OP ENTOMOLOGY AND 
PLANT QUARANTINE 

JBKPQ— Q, 52; Rev of Reg 3J 

Modification or Pink Boll worm 
Quarantine Regulations 

INTRODUCTORY NOTE 

The following revision adds to the 
: Rhtly infested area that part of Pinal 
County in Arizona not heretofore within 
the regulated area, all of Maricopa 
County In Arizona, and the Texas coun¬ 
ties of Brooks. Jim Wells. Kenedy. Kle¬ 
berg, and Nueces. This action is taken 
with respect to all counties, except Ken¬ 
edy, owing to the recent finding of light 
infestations of the pink bollworm of 
cotton. Kenedy County is included In 
the regulated area because there are no 
facilities in that county for ginning the 
«nall acreage of cotton grown therein 


which is normally ginned In the regu¬ 
lated area. 

Lee A. Strong. 

Chief . 

Amendment No. 5 to Revised Rules and 

Regulations Supplemental to Notice 

or Quarantine No. 52 

Under authority conferred by section 
8 of the Plant Quarantine Act of August 
20, 1912 (37 Stat. 315). as amended by 
the act of Congress approved March 4. 
1917 (39 Stat. 1134. 1165). It is ordered 
that regulation 3 of the revised rules 
and regulations supplemental to Notice 
of Quarantine No. 52. on account of the 
pink bollworm of cotton, which were 
promulgated on October 13. 1936. as 
amended effective December 1. 1936. 
April 6. 1937, October 28. 1937. and Jan¬ 
uary 3. 1938, be and the same Is hereby 
still further amended to read as follows: 

REGULATION 3. REGULATED AREAS! HEAVILY 
AND LIGHTLY INFESTED AREAS 

Regulated Areas 

In accordance with the provisos to 
Notice of Quarantine No. 52 (revised), 
the Secretary of Agriculture designates 
as regulated areas, for the purpose of 
these regulations, the following counties 
and parts of counties in Arizona, New 
Mexico, and Tfcxas: 

Arizona area.—Counties of Cochise. 
Ora ham. Oreenlee. Maricopa, Pinal, and 
Santa Cruz, and all of Pima County ex¬ 
cept that part lying west of the western 
boundary line of range 8 east. 

New Mexico area—Counties of Chaves. 
Dona Ana, Eddy, Grant. Hidalgo, Lea. 
Luna, Otero, Roosevelt. Sierra. Socorro, 
and Valencia. 

Texas area.—Counties of Andrews, 
Brewster, Brooks, Cameron, Cochran, 
Crane, Culberson, Dawson. Ector, El 
Paso. Gaines, Glasscock. Hidalgo. 
Hockley, Howard. Hudspeth. Jeff Davis, 
Jim Wells. Kenedy. Kleberg. Loving, 
Martin. Midland. Nueces, Pecos, Presidio. 
Reeves, Starr. Terrell, Terry, Upton, 
Ward. Willacy, Winkler, and Yoakum; 
that part of Bailey County lying south 
of the following-described boundary line: 
beginning on the east line of said county 
where the county line Intersects the 
northern boundary line of league 207; 
thence west following the northern 
boundary line of leagues 207, 203. 191. 
188. 175. and 171 to the northeast corner 
of league 171; thence south on the west¬ 
ern line of league 171 to the northeast 
comer of the W. H. L. survey; thence 
west along the northern boundary of the 
W. H. L. survey and the northern bound¬ 
ary of sections 68. 67, 66, 65, 64. 63. 62, 
61. and 60 of block A of the M. B. and B. 
survey to the western boundary of said 
comity; that part of Lamb County lying 
south of the following-described bound¬ 
ary line; beginning on the east line of 
said county where the county line inter¬ 
sects the northern boundary line of sec¬ 
tion 9 of the R. M. Thomson survey; 
thence west following the northern 
boundary line of sections 9 and 10 of the 
R. M. Thomson survey and the northern 


boundary line of sections 6. 5, 4. 3. 2. and 
1 of the T. A. Thompson survey and the 
northern boundary line of leagues 637. 
636, and 035 to the southeast comer of 
league 239; thence north on the eastern 
boundary line of league 239 to the north¬ 
east corner of said league; thence west 
on the northern boundary line of leagues 
239. 238. 233. 222. 218. and 207 to the 
western boundary line of said county. 

Heavily Infested Areas 

Of the regulated areas, the following 
counties and ports of counties are hereby 
designated as heavily Infested within 
the meaning of these regulations: 

Counties of Brewster, Culberson, Jeff 
Davis. Presidio, and Terrell, in the State 
of Texas, and all of Hudspeth County in 
the same State except that part of the 
northwest comer of said county lying 
north and west of a ridge of desert land 
extending from the banks of the Rio 
Grande northeasterly through the desert 
immediately west of the town of McNary, 
such ridge being an extension of the 
northwest boundary line of section 11. 
block 65 

Lightly Infested Areas 

The following areas are designated as 
lightly infested: 

The counties of Cochise, Graham, 
Greenlee, Maricopa, Pinal, and Santa 
Cruz, and the regulated part of Pima 
County in Arizona; 1 the counties of 
Chaves, Dona Ana* Eddy. Grant, Hidalgo, 
Lea, Luna, Otero, Roosevelt, Sierra, So¬ 
corro. and Valencia in New Mexico; the 
entire counties of Andrews. Brooks. 
Cameron. Cochran. Crane, Dawson, 
Ector, El Paso. Gaines, Glasscock, Hi¬ 
dalgo, Hockley, Howard. Jim Wells, 
Kenedy. Kleberg, Loving, Martin, Mid¬ 
land, Nueces, Pecos. Reeves. Starr, Terry, 
Upton. Ward. Willacy, Winkler, and 
Yoakum, the regulated parts of Bailey 
and Lamb Counties In Texas, and that 
part of the northwest comer of Hud¬ 
speth County. Tex., lying north and west 
of a ridge of desert land extending from 
the banks of the Rio Orande northeast¬ 
erly through the desert immediately 
west of the town of McNary. such ridge 
being an extension of the northwest 
boundary line of section 11. block 65 y 2 . 

This amendment shall be effective on 
and after November 17, 1938, and shall 
on that date supersede amendment No. 
4 which became effective January 3. 
1938.* 

Done at the city of Washington this 
15th day of November 1938. 

Witness my hand and the seal of the 
United States Department of Agriculture, 

(seal) H. A. Wallace. 

Secretary of Agriculture. 

(F. R. Doc, 38-8466: FUe<L November 10.1938; 

3:49pm) 


* Part ol the lightly infected area In Ari¬ 
zona Li regulated on account of the Thur- 
berta weeni under quarantine No. 01, and 
ihlpmenta therefrom must comply with the 
requirement* of that quarantine. 

•2P.R. 2075 (3430 DI). 
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TITLE 9—ANIMALS AND ANIMAL 
PRODUCTS 

BUREAU OP ANIMAL INDUSTRY 

| Amendment 3 to B. A. I.Order 306»J 

Pakt 8—Regulations to Prevent the 

Introduction Into the United States 

or Rinderpest and Foot-and-Mouth 

Disease 

November 15. 1938. 

Sec. 8.001 Importation of domestic 
livestock or meats Irom countries where 
rinderpest or foot-and-mouth disease 
declared exists prohibited .—Under au¬ 
thority conferred by law upon the Secre¬ 
tary of Agriculture by Section 306 of the 
Tariff Act of 1930. the order to prevent 
the introduction into the United States 
of rinderpest and foot-and-mouth dis¬ 
ease (B, A. I. Order 366 >. dated May 27. 
1938, and effective June 1, 1938. as 
amended, is hereby further amended by 
adding the names ‘'Latvia** and "Lithu¬ 
ania" to the list of countries in said 
order, as I have determined that foot- 
and-mouth disease exists in those coun¬ 
tries and I have so officially notified the 
Secretary of the Treasury. 

The effect of this amendment is to 
render commodities specified in B. A. L 
Order 366. originating in Latvia or Lith¬ 
uania. subject to the provisions of said 
B. A. I. Order 366. 

This amendment, which for purpose of 
identification is designated Amendment 
3 to B. A. 2. Order 366. 9 C P R 8.001. 
shall be effective on ard after November 
19. 1938. (Sec. 306, 46 Stat. 689, Sec. 2. 
32 Stat. 792. 45 Stat. 59; 19 U S. C. 1306 
(a), (b), and <c) 21 U. 8. C. Ill) 

[B. A. I. Order 366, unnumbered para¬ 
graph 1, as amended by Amendment 1, 
August 27, 1938, Amendment 2. Sep¬ 
tember 21, 1938 9 and Amendment 3, No¬ 
vember 16, 1938.1 

Done at Washington this 15th day of 
November 1938. 

Witness my hand and the seal of the 
Department of Agriculture. 

r seal 1 H A. Wallace. 

Secretary of Agriculture. 

JP. R, Doc. 33-3406; Piled. November 16.1938; 
3:60 p. m.J 


TITLE 26—INTERNAL REVENUE 
BUREAU OP INTERNAL REVENUE 
(T. D. 48741 

Income Tax. Revenue Act of 1938 

REGULATIONS RELATING TO NONRECOGNITION 
OF GAIN OR LOSS UPON EXCHANGES AND 
DISTRIBUTIONS MADE IN OBEDIENCE TO 
ORDERS OF THE SECURITIES AND EX¬ 
CHANGE COMMISSION. AND THE BASIS OF 
PROPERTY ACQUIRED UPON SUCH EX¬ 
CHANGES AND DISTRIBUTIONS 

To Collectors of Internal Revenue and 
Others Concerned: 

Pursuant to the provisions of section 
62 and Supplement R of the Revenue Act 


1 Amending 9 CFR 8 001. 
•3 F. R. 2271 DL 


of 1938. enacted May 28. 1938 (Public. 
No. 554, Seventy-fifth Congress. Chap¬ 
ter 289. third session), and other provi¬ 
sions of the internal revenue laws, the 
following regulations are hereby pre¬ 
scribed with respect to the nonrecogni- 
tlon of gain or loss upon exchanges and 
distributions made in obedience to orders 
of the Securities and Exchange Com¬ 
mission. and the basis of property ac¬ 
quired upon such exchanges and distri¬ 
butions. as provided in sections 112 <b> 
(8), 113 (a) (17). 371. 372 and 373 of 
the Act. such subsections and sections 
being quoted In. and made a part of. 
such regulations: 

PART I.—NONRECOGNITION OF GAIN OR LOSS 

Sec. 112. NroognUion of gain or loss . 

• • • • • 

(b) Exchanges solely in kind . — 

• • • • • 

(8) Exchange* and distributions In obedi¬ 
ence to orders of Securities and Exchange 
Commission —In the case of any exchange 
or distribution described In section 371, no 
gain or loss shall he recognized to the ex¬ 
tent specified In such section with respect 
to such exchange or distribution. 

Sxc. 371. Nonrecognition of gain or loss . — 
(a) Exchanges of Stock or Securities Only.— 
No gain or loos shall be recognized to the 
transferor If stock or securities In a corpo¬ 
ration which is a registered holding company 
or a majority-owned subsidiary company are 
transferred to such corporation or to on 
associate company thereof which is a regis¬ 
tered holding company or a majority-owned 
subsidiary company solely in exchange for 
stock or securities (other than stock or se¬ 
curities which arc nonexempt property), and 
the exchange U made by the transferee 
corporation m obedience to an order of the 
Securities and Exchange Commission. 

(b) Exchanges of property for property by 
corporations . —No gain or loss shall be recog¬ 
nized to a transferor corporation which Is a 
registered holding company or an associate 
company of a registered holding company, if 
such corporation. In obedience to an order 
of the Securities and Exchange Commission 
transfers property solely In exchange for prop¬ 
erty (other than noncxcmpt property), and 
such order recites that such exchange by the 
transferor corporation la necessary or appro¬ 
priate to the Integration or simplification of 
the holding company system of which the 
transferor corporation is a member. 

(c) Distribution of stock or securities 
only . —If there la distributed, in obedience to 
an order of the Securities and Exchange Com¬ 
mission. to a shareholder In a corporation 
which Is a registered holding company or a 
majority-owned subsidiary company, stock or 
sectultien (other than stock or securities 
which are non exempt property), without the 
surrender by such shareholder of stock or 
securities In such corporation, no gain to the 
distributee from the receipt of the stock or 
securities so distributed shall be recognized 

(d) Transfers within system group .— ( 1) 
No gain or loss shall be recognized to a cor¬ 
poration which is a member at a system 
group (A) if such corporation transfers prop¬ 
erty to another corporation which is a mem¬ 
ber of the same system group In exchange 
for other property, and the exchange by each 
corporation is mode In obedience to an order 
of the Securities and Exchange Commission, 
or (B) if there is distributed to such corpo¬ 
ration as a shareholder in a corporation which 
Is a member of the same system group, prop¬ 
erty, without the surrender by such share¬ 
holder of stock or securities in the corporation 
making the distribution, and the distribution 
Is made and received in obedience to an 
order of the Securities and Exchange Com¬ 
mission If an exchange by or a distribution 
to a corporation with respect to which no gain 
or loss Is recognized under any of the pro¬ 
visions of this paragraph may also be con- 
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sidcred to be within the provisions of «ijb- 
secUon (a), (b). or (c). then the proviuona 
of this paragraph only shall apply 

(2) If the property received upon an n- 
change which is within any of the provis^iu 
of paragraph (1) of this subjection combt* 
In whole or In part of stock or security i u- 
sufd by the corporation from which .,jrh 
property was received, and If in obcdi. net u> 
an order of the Securities and Exchange c^ra. 
mission such stock or securities (other 'ban 
stock which Is not preferred oa to both divi- 
dends and assets) are sold and the proceed* 
derived therefrom arc applied In whole or in 
part in the retirement or cancellation of stock 
or of securities of the recipient corporation 
outstanding at the time of such exchange no 
gain or loss shall be recognized to tb* re¬ 
cipient corporation upon the sale of the stock 
or securities with respect to which such order 
was made; except that If any part of the pro. 
coeds derived from the sole of such stock or 
securities Is not so applied, or If the amount 
of such proceeds is In excess of the fair ir.nr- 
ket value of such stock or securities at tho 
time of such exchange, the gain. If any, shall 
be recognized, but in an amount not in rx- 
cess of the proceeds which ore not so applied 
or in an amount not more than the amount 
by which the proceeds derived from such salt 
exceed such fair market value, whichever ^ 
the greater. 

(e) Exchanges not solely in kind — (l) If 
an exchange (not within any of the provuians 
of subsection (d) would be within the provi¬ 
sions of subsection (a) or (b) If It were not 
for the fact that property received in ex¬ 
change consists not only of property rv r- 
m It ted by such subjection to be received 
without the recognition of gain or lose but 
also of other property or money, then tbs 
gain. If any, to the recipient shall be reo*. 
nlzed, but In an amount not In excess or th* 
sum of such money and the fair market value 
of such other property, and the loss, tf .\ny. 
to the recipient shall not be recognized 

(2) If an exchange la within the provi¬ 
sions of paragraph (I) of this subsi - ion 
and tf it Includes a distribution which baa 
the effect of the distribution of a taxable 
dividend, them there shall be taxed as a 
dividend to each distributee such an amount 
of the gain recognized under such para¬ 
graph (l) as Is not In excess of his ratable 
shore of the undistributed earning* and 
profits of the corporation accumulated 
after February 28, 1913. The remainder, if 
any. of the gain recognized under such para¬ 
graph (l) shall be taxed as a gain from the 
exchange of property. 

(f) Application of section.—The provision* 
of this section shell not apply to on ex¬ 
change or distribution unless (1) the ord^r 
of the Securities and Exchange Commission 
in obedience to which such exchange or 
distribution was made recites that *ueh ex¬ 
change or distribution Is necessary or 
appropriate to effectuate the provisions of 
section II (b) of the Public Utility Holding 
Company Act of 1935. (2) such order speci¬ 
fies and itemizes the stock and securities 
and other property which are ordered to be 
transferred and received upon such ex¬ 
change or distribution, and (3) such ex¬ 
change or distribution was mode In obedi¬ 
ence to such order and was completed within 
the time prescribed therefor In such order. 

(g) Non-applied firm of other prorisiona 
If an exchange or distribution made In obedi¬ 
ence to An order of the Securities and Ex¬ 
change Commission is within any of the 
provisions of this section and may also be 
considered to be within any of the provision* 
of section 112 (other than the provisions of 
paragraph (8) of subsection (b)>. then the 
provisions of this section only shall apply. 

Art. 371-0. Terms used. —The follow¬ 
ing terms are defined In section 373 of 
the Revenue Act of 1938 and when used 
In these regulations shall have the mean¬ 
ings therein assigned to them: "Order 
of the Securities and Exchange Com¬ 
mission 0 ; "registered bolding company"; 
"holding-company system"; "associate 
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company'*; '‘majority-owned subsidiary 
company"; -system group”; "nonexempt 
property"; and “stock or securities”. 
Any other term used in these regulations, 
which is defined in that Act. shall be 
eiven the respective definition contained 
to the Act. 

The sections referred to in these regu¬ 
lations, unless otherwise stated, arc sec¬ 
tions of the Revenue Act of 1938. Sup¬ 
plement R, referred to in these regula¬ 
tions, 1* Supplement R of the Revenue 
Act of 1938 and include* sections 371- 
373, Inclusive, of that Act. 

Aar. 371-1. Purpose and scope of ex¬ 
ception.— The general rule is that the 
entire amount of gain or loss from the 
sale or exchange of property is to be rec¬ 
ognized (see section 112 (a)) and that 
the entire amount received as a dividend 
is to be included in gross income (see 
sections 22 (a) and 115). Exceptions to 
the general rule are provided in section 
112. one of which Is that made by section 
112 (b) (8) with respect to exchanges, 
sales, and distributions specifically de¬ 
scribed in section 371. Section 371 pro¬ 
vides the extent to which gain or loss is 
not to be recognised on an exchange or 
sale, or the receipt of a distribution, made 
in t bedJcnoe to an order of the Securities 
and Exchange Commission, which Is 
issued to effectuate the provisions of sec¬ 
tion 11 (b) of the Public Utility Holding 
Company Act of 1935. Section 115 (c) 
provides that a distribution in liquida¬ 
tion of a corporation shall be treated 
as an exchange, and such a distribution 
is to be so treated under the provisions 
of supplement R. The order of the 
Securities and Exchange Commission 
must be one requiring or approving ac¬ 
tion which the Commission finds to be 
necessary or appropriate to effect a sim¬ 
plification or geographical integration of 
a particular public utility holding-com¬ 
pany system. For specific requirements 
with respect to an order of the Securities 
and Exchange Commission, see section 
371 (f). 

The requirements for nonrecognition 
of gain or loss as provided in section 371 
are precisely stated with respect to the 
following four general types of transac¬ 
tions: 

( 1) The exchange that is provided for 
in section 371 (a). In which stock or se¬ 
curities in a registered holding company 
or a majority-owned subsidiary company 
are exchanged for stock or securities. 

( 2) The exchange that is provided for 

3^1 <b). in which a registered 
holding company or an associate com¬ 
pany of a registered holding company 
exchanges property for property. 

*3) The distribution that is provided 
for in section 371 (c). in which stock or 
wuritics are distributed to a shareholder 
in ft corporation which is a registered 
nowing company or a majority-owned 
subsidiary company. 

14) The transfer that is provided for 
n section 371 <d), in which a corpora- 
uon which is a member of a system group 


transfers property to another member 
of the same system group. 

Certain rules with respect to the receipt 
of nonexeropt property on an exchange 
described in section 371 (a) or (b) are 
prescribed in section 371 (e). 

These new exceptions to the general 
rule are to be strictly construed as in the 
case of the other exceptions In section 
112. Unless both the purpose and the 
specific requirements of Supplement R 
are clearly met, the recognition of gain 
or loos upon the exchange, sale, or dis¬ 
tribution will not be postponed under 
Supplement R. Moreover, even though 
a taxable transaction occurs in connec¬ 
tion or simultaneously with a realization 
of gain or loss to which nonrecognition 
is accorded, nevertheless, as under the 
various provisions of section 112. non- 
recognition will not be accorded to such 
taxable transaction. In other words, the 
provisions of section 371 do not extend in 
any case to gain or l 06 s other than that 
realized from and directly attributable to 
a disposition of property as such, or the 
receipt of a corporate distribution as 
such, in an exchange, sale, or distribu¬ 
tion specifically described in section 371. 

The application of the provisions of 
Supplement R is intended to result only 
in postponing the recognition of gain 
or loss until a disposition of property 
is made which is not covered by such 
provisions, and the continuation of the 
basis as provided in section 372 is de¬ 
signed to effect this result. Although 
the time of. recognition may be shifted, 
there must be a true reflection of in¬ 
come in all cases, and it is intended 
that the provisions of Supplement R 
shall not be construed or applied in such 
a way as to defeat this purpose. 

Axt. 371-2. Exchanges of stock or se¬ 
curities solely for stock or securities .— 
The exchange, without the recognition 
of gain or loss, that Is provided for in 
section 371 (a) must be one In which 
stock or securities in a corporation which 
U a registered holding company or a 
majority-owned subsidiary company are 
exchanged solely for stock or securities 
other than stock or securities which con¬ 
stitute nonexempt property. An ex¬ 
change Is not within the provisions of 
section 371 (a), unless the stock or secu¬ 
rities transferred and those received are 
stock or securities as defined by section 
373 (f). The stock or securities which 
may be received without the recognition 
of gain or loss are not limited to stock 
or securities in the corporation from 
which they are received. An exchange 
within the provisions of section 371 (a) 
may be a transaction between the holder 
of stock or securities and the corporation 
which Issued the stock or securities. 
Also the exchange may be made by a 
holder of stock or securities with on asso¬ 
ciate company (I. c.. a corporation In the 
same holding-company system with the 
Issuing corporation) which Is a regis¬ 
tered holding company or a majority- 
owned subsidiary company. In either 


case, the nonrecognition provisions of 
section 371 (a) apply only to the holder 
of the stock or securities. However, the 
transferee corporation must be acting in 
obedience to an order of the Securities 
and Exchange Commission directed to 
such corporation, if no gain or loss Is to 
be recognized to the holder of the stock 
or securities who makes the exchange 
with such corporation. Sec also section 
371 (b). in case the holder of the stock 
or securities is a registered holding com¬ 
pany or an associate company of a regis¬ 
tered holding company. An exchange Is 
not within the provisions of section 371 
(a) If it is within the provisions of sec¬ 
tion 371 (d). relating to transfers within 
a system group. For further limitations, 
see section 371 (f). 

Axt. 371-3. Exchanges of property for 
property by corporations .—The nonrec¬ 
ognition of gain or loss provided for in 
section 371 <b) is limited to an exchange 
by a transferor corporation which is 
(1) a registered holding company or (2) 
on associate company of a registered 
holding company. No restriction Is im¬ 
posed with respect to the class of prop¬ 
erty which may be transferred by the 
transferor corporation, but in order that 
all of the transferor corporation's gain 
from the exchange be nonrecognized (see 
section 371 (e>), no part of the property 
received by such corporation may con¬ 
sist of nonexempt property, though the 
receipt, in part, of nonexempt property 
by the transferor corporation does not 
prevent nonrecognition of all of its loss 
from the exchange under section 371 (e>. 
It is essential to the nonrecognition 
either of gain or loss that in making 
the exchange the transferor corporation 
shall be acting In obedience to an order 
of the Securities and Exchange Com¬ 
mission reciting that such exchange by 
the transferor corporation is necessary 
or appropriate to the integration or sim¬ 
plification of the holding company sys¬ 
tem of which such corporation is a mem¬ 
ber. An exchange is not within the pro¬ 
visions of section 371 <b). if it is within 
the provisions of section 371 <d), relating 
to transfers within a system group. For 
further limitations, see section 371 (f). 

Example .—The A Corporation, a reg¬ 
istered holding company, is a member of 
holding-company system No. 1 which 
comprises an Integrated utility system 
in region X, except for the fact that the 
A Corporation owns all of the voting 
stock of the B Corporation with trans¬ 
mission lines in region Y. The trans¬ 
mission lines of the B Corporation have 
an adjusted basis of $300,000 and a fair 
market value of $325,000. The C Cor¬ 
poration, a registered holding company, 
is a member of holding-company system 
No. 2 which comprises an integrated 
utility system In region Y, except for the 
fact that the C Corporation owns all 
of the voting stock of the D Corpora¬ 
tion. an operating company with a gen¬ 
erating plant and transmission lines in 
region X. The generating plant and 
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transmission lines of the D Corporation 
have an adjusted basis of $275,000 and 
a fair market value of $325,000. In 
obedience to an appropriate order of the 
Securities and Exchange Commission 
relative to the integration of holding- 
company system No. 1. the B Corpora¬ 
tion transfers its transmission lines In 
region Y to the D Corporation in ex¬ 
change for the generating plant and 
transmission lines of the D Corporation 
in region X. Under section 371 (b). no 
gain is recognized to the B Corporation 
upon the exchange. However, the pro¬ 
visions of section 371 (b) do not apply 
to the disposition by the D Corporation 
of its generating plant and transmission 
lines in region X unless such disposition 
is made in obedience to an appropriate 
order of the Securities and Exchange 
Commission which relates to such dispo¬ 
sition and recites that such disposition 
is necessary or appropriate to the inte¬ 
gration of holding-company system 
No. 2. 

Art. 371-4. Distribution solely of stock 
or securities. —If. without any surrender 
of his stock or securities as defined in 
section 373 <f). a shareholder in a corpo¬ 
ration which is a registered holding com¬ 
pany or a majority-owned subsidiary 
company receives stock or securities in 
such corporation or owned by such cor¬ 
poration, no gain to the shareholder will 
be recognized with respect to the stock or 
securities received by such shareholder 
which do not constitute nonexempt prop¬ 
erty. if the distribution to such share¬ 
holder is made by the distributing cor¬ 
poration In obedience to an order of the 
Securities and Exchange Commission di¬ 
rected to such corporation. A distribu¬ 
tion is not within the provisions of 
section 371 (c) If it is within the provi¬ 
sions of section 371 (d>. relating to trans¬ 
fers within a system group. A distribu¬ 
tion is also not within the provisions of 
section 371 (c) if it involves a surrender 
by the shareholder of stock or securities 
or a transfer by the shareholder of prop¬ 
erty in exchange for the stock or secu¬ 
rities received by the shareholder. For 
further limitations, see section 371 (f). 

Art. 371-5. Transfers within system 
group .—The nonrecognition of gain or 
loss provided for in section 371 (d) (1) 1s 
applicable to on exchange of property for 
other property (including money and 
other nonexempt property). In order 
for any exchange to come within such 
section, all the parties to the exchange 
must be corporations which are members 
of the same system group. The term 
‘'system group" is defined in section 373 
Cd). 

Section 371 <d) (1) also provides for 
nonrecognition of gain to a corporation 
which is a member of a system group if 
property (including money or other non¬ 
exempt property) is distributed to such 
corporation as a shareholder in a cor¬ 
poration which is a member of the same 
system group, without the surrender by 


such shareholder of stock or securities 
in the distributing corporation. 

As stated in article 371-1 of these reg¬ 
ulations, nonrecognition of gain or loss 
will not be accorded to a transaction not 
clearly provided for in Supplement R, 
even though such transaction occurs si¬ 
multaneously or in connection with an 
exchange, sale, or distribution to which 
nonrecognition Is specifically accorded. 
Therefore, nonrecognition will not be ac¬ 
corded to any gain or lees realized from 
the discharge, or the removal of the 
burden, of the pecuniary obligations of a 
member of a system group, even though 
such obligations are acquired upon a 
transfer or distribution specifically 
described in section 371 <d) (1); but the 
fact that the acquisition of such obliga¬ 
tions was upon a transfer or distribution 
specifically described hi section 371 (d) 
(1) will, because of the basic provisions 
of section 372 (d). affect the cost to the 
member of such discharge or its equiva¬ 
lent. Thus, section 371 (d) (1) does not 
provide for the nonrecognition of any 
gain or loss realized from the discharge 
of the indebtedness of a member of a 
system group as the result of the acquisi¬ 
tion in exchange, sale, or distribution of 
its own bonds, notes, or other evidences 
of indebtedness which were acquired by 
another member of the same system 
group for a consideration less or more 
than the issuing price thereof (with 
proper adjustments for amortization of 
premiums or discounts). 

Example .—Suppose that the A Corpo¬ 
ration and the B Corporation are both 
members of the same system group; that 
the A Corporation holds at a cost of $900 
a bond issued by the B Corporation at 
par. $1,000; and that the A Corporation 
and the B Corporation enter into an ex¬ 
change subject to the provisions of sec¬ 
tion 371 (d) (1) In which the $1,000 
bond of the B Corporation is transferred 
from the A Corporation to the B Corpo¬ 
ration. The $900 basis reflecting the 
cost to the A Corporation which would 
have been the basis available to the B 
Corporation if the property transferred 
to it had been something other than its 
own securities (see article 372-4 of these 
regulations) will, in this type of transac¬ 
tion, reflect the cost to the B Corpora¬ 
tion of effecting a retirement of its own 
$1,000 bond. The $100 gain of the B 
Corporation reflected in the retirement 
will therefore be recognized. 

No exchange or distribution may be 
made without the recognition of gain or 
loss as provided for in section 371 (d) 
(X), unless all the corporations which 
arc parties to such exchange or distribu¬ 
tion are acting in obedience to an order 
of the Securities and Exchange Commis¬ 
sion. If an exchange or distribution is 
within the provisions of section 371 (d) 
(1) and also may be considered to be 
within some other provision of section 
371. it shall be considered that only the 
provisions of section 371 (d) (1) apply 


and that the nonrecognitlon of gain or 
loss upon such exchange or distribution 
is by virtue of that section. 

Art. 371-6. Sale of stock or securities 
received upon exchange by members of 
system group. —Section 371 (d) (2) pro¬ 
vides that to the extent that property 
received upon on exchange by corpora¬ 
tions which are members of the same 
system group consists of stock or securi¬ 
ties issued by the corporation from which 
such property was received, such stock or 
securities may, under certain specifically 
described circumstances, be sold to a 
party not a member of the system group, 
without the recognition of gain or loss 
to the selling corporation. The non- 
recognition of gain or loss is limited, in 
the case of stock, to a sale of stock which 
is preferred as to both dividends and as¬ 
sets. The stock or securities must have 
been received upon an exchange with re¬ 
spect to which section 371 (d> (1) op¬ 
erated to prevent recognition of gain or 
loss to any party to the exchange. Non- 
recognition of gain or loss upon the sale 
of such stock or securities is permitted 
only if the proceeds derived from the 
sale are applied In retirement or cancel¬ 
lation of stock or securities of the selling 
corporation which were outstanding at 
the time the exchange was made. It is 
also essential to nonrecognition of gain 
or loss upon the sale that both the sale 
of the stock or securities and the appli¬ 
cation of the proceeds derived therefrom 
be made in obedience to an order of the 
Securities and Exchange Commission. If 
any part of the proceeds derived from 
the sale is not applied in making the 
required retirement or cancellation of 
stock or securities and if the sale is 
otherwise within the provisions of sec¬ 
tion 371 (d) (2), the gain resulting from 
the sale shall be recognized, but In on 
amount not in excess of the proceeds 
which are not so applied. In any event, 
if the proceeds derived from the sale of 
the stock or securities exceed the fair 
market value of such stock or securities 
at the time of the exchange through 
which they were acquired by the selling 
corporation, the gain resulting from the 
sale Is to be recognized to the extent of 
such excess. Section 371 (d) (2) does 
not provide for the nonrecognitlon of any 
gain resulting from the retirement of 
bonds, notes, or other evidences of in¬ 
debtedness for a consideration less than 
the issuing price thereof. Also, that sec¬ 
tion does not provide for the nanrecog- 
nition of gain or loss upon the sale of 
any stock or securities received upon a 
distribution or otherwise than upon an 
exchange. 

Example.—The X Corporation and the 
Y Corporation, both of which make their 
income tax returns on a calendar year 
basis, are members of the same system 
group. As part of an exchange in which 
section 371 <d> (1) is applicable the ^ 
Corporation on June 1, 1938. issues to 
the X Corporation 1,000 shares of class 
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A *tock, preferred as to both dividends 
and assets. The fair market value of 
such stock at the time of issuance is 
£H).000 and its basis to the X Corporation 
$75,000. On December 1. 1938. in 
obedience to an appropriate order of the 
Stfvuritiea and Exchange Commission, the 
X corporation sells all of such stock 
to the public for $100,000 and applies 
SSf^oOO of this amount to the retirement 
of its own bonds, which were outstand¬ 
ing on June 1. 1938. The remaining 
$5,000 is not used to retire any of the X 
Corporation's stock or securities. Of the 
total gain of $25,000 realized on the dis¬ 
position of the Y Corporation stock only 
$10,000 is recognized, being the difference 
between the fair market value of the 
stock when acquired and the amount for 
which it was sold, since such amount is 
grater than the portion <$5.000> of the 
proceeds not applied to the retirement 
of the X Corporation's stock or securities. 

If in the above example the stock re¬ 
quired by the X Corporation had not 
been stock of the Y Corporation issued 
to the X Corporation or if it had been 
stock not preferred as to both dividends 
and assets, the full amount of the gain 
($25,000) realized upon its disposition 
would have been recognized, regardless of 
what was done with the proceeds. 

Ant. 371-7. Exchanges in which money 
or other nonexempt property is re¬ 
ceived. —Under section 371 (e) (1). if In 
any exchange (not within any of the 
provisions of section 371 (d)) In which 
<a> stock or securities in a corporation 
which is a registered holding company 
or a majority-owned subsidiary are ex¬ 
changed for stock or securities as pro¬ 
vided for in section 371 (a), or <b) 
property of a corporation which is a 
registered holding company or an asso¬ 
ciate company of a registered holding 
company is exchanged for other property 
as provided for in section 371 (b). there 
is received by the taxpayer money or 
other nonexempt property (in addition 
to property permitted to be received 
without recognition of gain), then— 

(1) The gain, if any. to the taxpayer 
is to be recognized in an amount not in 
excess of the sum of the money and the 
fair market value of the other nonex¬ 
empt property, but 

(2) The loss, if any. to the taxpayer 
from such an exchange is not to be rec- 
f'snized to any extent. 

If money or other nonexempt property 
is received from a corporation in an ex¬ 
change described in this article and If 
the distribution of such money or other 
nonexempt property by or on behalf of 
such corporation has the efTect of the 
distribution of a taxable dividend, then. 

provided in section 371 (e) (2). there 
shall be taxed to each distributee (1) 
as a dividend, such an amount of the 
gain recognized on the exchange as is 
uot in excess of the distributee's ratable 
share of the undistributed earnings and 
profits of the corporation accumulated 
after February 28, 1913, and (2) the 


remainder of the gain so recognized shall 
be taxed as a gain from the exchange 
of property. 

Art. 371-8. Requirements with respect 
to order of Securities and Exchange 
Commission .—The term "order of the 
Securities and Exchange Commission” is 
defined in section 373 (a). In addition 
to the requirements specified in that 
definition, section 371 (f) provides that 
the provisions of section 371 shall not 
apply to an exchange or distribution 
unless each of the following require¬ 
ments is met: 

(!) The order of the Securities and Ex¬ 
change Commission must recite that the 
exchange or distribution is necessary or 
appropriate to effectuate the provisions 
of section 11 (b) of the Public Utility 
Holding Company Act of 1935. 

(2) The order shall specify and itemize 
the stock and securities and other prop¬ 
erty (including money) which are 
ordered to be transferred and received 
upon the exchange or distribution, so as 
clearly to identify such property. 

(3) The exchange or distribution shall 
be made in obedience to the order and 
shall be completed within the time pre¬ 
scribed in such order. 

These requirements were not designed 
merely to simplify the administration of 
the provisions of section 371. and they 
are not to be considered as pertaining 
only to administrative matters. Each 
one of the three requirements is of the 
essence, and must be met if gain or loss 
is not to be recognized upon the trans¬ 
action. 

Art. 371-9. Son-application of other 
provisions of the Act. —The effect of sec¬ 
tion 371 (g) is that an exchange, sale, or 
distribution which is within section 371 
shall, with respect to the nonrecognition 
of gain or loss and the determination of 
basis, be governed only by Supplement R. 
the purpose being to prevent overlapping 
of the provisions of such supplement and 
other provisions of the Act. In other 
words, if by virtue of section 371 any 
portion of a person's gain or loss on any 
particular exchange, sale or distribution 
is not to be recognized, then the gain or 
loss of such person shall be nonrecog- 
nized only to the extent provided in sec¬ 
tion 371. regardless of what the result 
might have been under section 112 if 
Supplement R had not been enacted; 
and similarly, the basis In the hands of 
such person of the property received by 
him in such transaction shall be the 
basis provided by section 372, regardless 
of what the basis of such property might 
have been under section 113 if Supple¬ 
ment R had not been enacted. On the 
other hand, if section 371 docs not pro¬ 
vide for the nonrecognition of any por¬ 
tion of a person's gain or loss (whether 
or not such person is another party to the 
same transaction referred to above), 
then the gain or loss of such person shall 
be recognized or nonrecognized to the ex¬ 
tent provided for by other provisions of 
the Act as if Supplement R had not been 


enacted: and similarly, the basis In his 
hands of the property received by him in 
such transaction shall be the basis pro¬ 
vided by other provisions of the Act as if 
Supplement R had not been enacted. 

Art. 371-10. Records to be kept and in¬ 
formation to be filed with returns. — (a) 
Every holder of stock or securities who re¬ 
ceives stock or securities and other prop¬ 
erty (including money) upon an ex¬ 
change shall, if the exchange is made 
with a corporation acting in obedience to 
an order of the Securities and Exchange 
Commission, file as a part of his income 
tax return for the taxable year In which 
the exchange takes place a complete 
statement of all facts pertinent to the 
nonrecognition of gain or loss upon such 
exchange, including— 

(1) A clear description of the stock or 
securities transferred in the exchange, 
together with a statement of the cost or 
other basis of such stock or securities. 

(2) The name and address of the cor¬ 
poration from which the stock or secur¬ 
ities were received in the exchange. 

(3> A statement of the amount of 
stock or securities and other property 
(including money) received from the ex¬ 
change. The amount of each kind of 
stock or securities and other property re¬ 
ceived shall be set forth upon the basis of 
the fair market value thereof at the date 
of the exchange. 

<b) Each corporation which is a party 
to an exchange made In obedience to 
an order of the Securities and Exchange 
Commission directed to such corporation 
shall file as a part of its Income tax re¬ 
turn for its taxable year in which the 
exchange takes place a complete state¬ 
ment of all facts pertinent to the non¬ 
recognition of gain or loss upon such 
exchange, including— 

(1) A copy of the order of the Securi¬ 
ties and Exchange Commission directed 
to such corporation. In obedience to 
which the exchange was made. 

(2) A certified copy of the corporate 
resolution authorizing the exchange. 

(3) A dear description of all property, 
including all stock or securities, trans¬ 
ferred in the exchange, together with 3 
complete statement of the cost or other 
basis of each class of property. 

(4) The date of acquisition of any 
stock or securities transferred in the ex¬ 
change. and. if any of such stock or se¬ 
curities were acquired by the corporation 
in obedience to an order of the Securities 
and Exchange Commission, a copy of 
such order. 

(5) The name and address of all per¬ 
sons to whom any property was trans¬ 
ferred in the exchange. 

(6) If any property transferred in the 
exchange was transferred to another cor¬ 
poration, a copy of any order of the Se¬ 
curities and Exchange Commission di¬ 
rected to the other corporation, in obedi¬ 
ence to which the exchange was mode by 
such other corporation. 

(7) If the corporation transfers any 
nonexempt property, the amount of the 
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undistributed earnings and profits of the 
corporation accumulated after February 
28, 1913. to the time of the exchange. 

(8) A statement of the amount of 
stock or securities and other property (in¬ 
cluding money) received upon the ex¬ 
change. including a statement of all dis¬ 
tributions or other disposition made 
thereof. The amount of each kind of 
stock or securities and other property re¬ 
ceived shall be stated on the basis of the 
fair market value thereof at the date of 
the exchange. 

(9) A statement showing as to each 
class of its stock the number of shares 
and percentage owned by any other cor¬ 
poration, the voting rights and voting 
power, and the preference (if any) as to 
both dividends and assets. 

(c) Each shareholder who receives 
stock or securities or other property (in¬ 
cluding money) upon a distribution made 
by a corporation in obedience to an or¬ 
der of the Securities and Exchange Com¬ 
mission shall file as a part of his income 
tax return for the taxable year in which 
such distribution is received a complete 
statement of all facts pertinent to the 
nonrecognition of gain upon such dis¬ 
tribution. including— 

(1) The name and address of the cor¬ 
poration from which the distribution is 
received. 

(2) A statement of the amount of stock 
or securities or other property received 
upon the distribution, including (in case 
the shareholder is a corporation) a state¬ 
ment of all distributions or other dis¬ 
position made of such stock or securities 
or other property by the shareholder. 
The amount of each class of stock or se¬ 
curities and each kind of property shall 
be stated on the basis of the fair market 
value thereof at the date of the distri¬ 
bution. 

(3) If the shareholder is a corpora¬ 
tion. a statement showing as to each 
class of Its stock the number of shares 
and percentage owned by a registered 
holding company or a majority-owned 
subsidiary company of a registered hold¬ 
ing company, the voting rights and vot¬ 
ing power, and the preference (if any) 
as to both dividends and assets.. 

<d) Every corporation making a dis¬ 
tribution tn obedience to an order of 
the Securities and Exchange Commission 
shall file as a part of its income tax re¬ 
turn for its taxable year in which the 
distribution Is made a complete state¬ 
ment of all facts pertinent to the non- 
recognition of gain to the distributee 
upon such distribution. Including— 

(1) A copy of the order of the Securi¬ 
ties and Exchange Commission, in obedi¬ 
ence to which the distribution was 
made. 

(2) A certified copy of the corporate 
resolution authorizing the distribution. 

(3) A statement of the amount of 
stock or securities or other property (in¬ 
cluding money) distributed to each 
shareholder. The amount of each kind 
of stock or securities or other property 


shall be stated on the basis of the fair 
market value thereof at the date of the 
distribution. 

(4) The date of acquisition of the 
stock or securities distributed, and, if 
any of such stock or securities were ac¬ 
quired by the distributing corporation in 
obedience to an order of the Securities 
and Exchange Commission, a copy of 
such order. 

(5) The amount of the undistributed 
earnings and profits of the corporation 
accumulated after February 28. 1913. to 
the time of the distribution. 

(6) A statement showing as to each 
class of its stock the number of shares 
and percentage owned by any other 
corporation, the voting rights and voting 
power, and the preference (if any) as 
to both dividends and assets. 

(e) Each corporation which is a mem¬ 
ber of a system group and which in 
obedience to an order of the Securities 
and Exchange Commission sells stock or 
securities received upon an exchange 
(made in obedience to an order of the 
Securities and Exchange Commission) 
and applies the proceeds derived there¬ 
from in retirement or cancellation of its 
own stock or securities shall file as a part 
of its Income tax return for the taxable 
year In which the sale is made a com¬ 
plete statement of all facts pertaining to 
the nonrecognition of gain or 106 s upon 
such sale. Including— 

(1) A copy of the order of the Securi¬ 
ties and Exchange Commission In obedi¬ 
ence to which the sale was made. 

(2) A copy of the order of the Securi¬ 
ties and Exchange Commission in obedi¬ 
ence to which the proceeds derived from 
the scale were applied in whole or in 
part in the retirement or cancellation 
of Us stock or securities. 

(3) A certified copy of the corporate 
resolutions authorizing the sale of the 
stock or securities and the application 
of the proceeds derived therefrom. 

(4) A clear description of the stock or 
securities sold, including the name and 
address of the corporation by which they 
were issued. 

(5) The date of acquisition of the stock 
or securities sold, together with a state¬ 
ment of the fair market value of such 
stock or securities at the date of acqui¬ 
sition. and a copy of all orders of the 
Securities and Exchange Commission in 
obedience to which such stock or secu¬ 
rities were acquired. 

(6) The amount of the proceeds de¬ 
rived from such sale. 

(7) The portion of the proceeds of such 
sale which was applied in retirement or 
cancellation of its stock or securities, to¬ 
gether with a statement showing how 
long such stock or securities were out¬ 
standing prior to retirement or can¬ 
cellation. 

(8) The issuing price of its stock or 
securities which were retired or cancelled. 

(/) Permanent records in substantial 
form shall be kept by every taxpayer who 
participates in an exchange or distribu¬ 
tion made In obedience to on order of 


the Securities and Exchange Commission, 
showing the cost or other basis of the 
property transferred and the amount of 
stock or securities and other property 
(including money) received, in order to 
facilitate the determination of gain or 
loss from a subsequent disposition of such 
stock or securities and other property re¬ 
ceived on the exchange or distribution. 

PAST n—BASIS FOR DETZRM1XIKC QATO Q* 
LOSS 

Sec. 113. Adjusted basin for determining 
gain or loss. 

(a) Basin (unadjusted) of property —Tie 
basis of property ahull bo the coat of such 
property; except that— 

i • • • • 

(17) Property acquired in eonnectirm uith 
exchanges and distributions tn obediencx to 
certian orders of Securities and Exchange 
Commission. —If the property wax acquired 
In any manner described in section 373. the 
basis shall be that prescribed in such section 
with respect to such property. 

Sic. 372. Basts far determining gain or lots. 

(a) Exchanges generally.—II the property 
was acquired upon an exchange subject to 
the provisions of section 371 (a). <b). or (e). 
the basis ahull be the same as In the case of 
the property exchanged, decreased in the 
amount of any money received by the tax¬ 
payer and Increased in the amount of ipin 
or decreased in the amount of loss to the tax¬ 
payer that was recognised upon such ex¬ 
change under the law applicable to the year 
In which the exchange was made. If the 
property so acquired consisted In part of the 
type of property permitted by section 371 (a) 
or (b) to be received without the recognition 
of gain or lass, and in part of nonexempt 
property, the basis provided In this subsec¬ 
tion shall be allocated between the proper¬ 
ties (other than money) received, and for the 
purpose of the allocation there shall be as¬ 
signed to such uonoxempt property (Other 
than money) an amount equivalent to its 
fair market value at the date of the excbtriK*. 
This subsection shall not apply to property 
acquired by a corporation by the issuance of 
its stock or securities as the consideration in 
whole or In part for the transfer of tbs prop¬ 
erty to It. 

(b) Transfers to corporations, —If, in con¬ 
nection with a transfer subject to the pro¬ 
visions of section 371 (a), (b). or («). U>e 
property was acquired by a ©orpomion, 
either as paid-in surplus or as a contribu¬ 
tion to capital, or la consideration for r.toek 
or securities issued by the corporation re¬ 
ceiving the property (Including cases whers 
part of the consideration for the transfer of 
such property to the corporation consisted 
of property or money In addition to such 
stock or securities), then the basis shall be 
the same as It would be in the hands of tbo 
transferor, increased In the amount of vain 
or decreased tn the amount of loss reccgmived 
to the transferor upon such transfer under 
the law applicable to the year in which the 
transfer was mode. 

(c) Distributions of stock or securities.— 
If the stock or securities were received In a 
distribution subject to the provisions of jcc- 
tlon 371 (c). then the basis tn the caw 
the stock in respect of which the distribution 
was made shall be apportioned, under rules 
and regulations prescribed by the Commis¬ 
sioner with tlie approval of the Secretary, 
between such stock and the stock or securi¬ 
ties distributed 

(d) Transfers teithin system group—V 
the property was acquired by a corporation 
which is a member of a system group upon 
a transfer or distribution described In sec¬ 
tion 371 (d) (1). then the bsa la shall «» 
the same as it would be In the hands of 
transferor; except that If such property is 
stock or securities issued by the corporation 
from which such stock or securities wi*re 
received and they were issued (1) as the sol<* 
consideration for tho property transferred to 
such corporation, then the basis of such 
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rtocic or a^curltJe* tholl be either (A) the 
iame wi to the of tho property trana- 
fened therefor, or (B) the (air market value 
of such stock or aecurUles at the time of 
their receipt whichever is the lower; or (21 
u part consideration for the property trans¬ 
ferred to such corporation, then the basis at 
such stock or securities shall be either (A) 
an amount which beam the same ratio to 
the basis of the property tranaferred aa the 
fair market value of such stock or securities 
at the time of their receipt bears to the to¬ 
tal fair market value of the entire consid¬ 
eration received, or (B) the fair market value 
of such stock or securities at the tlmo of 
their receipt, whichever to the lower. 

Art. 373-0. Basis for determining gain 
or loss.— Section 113 (a) (17) provides 
that 11 property is acquired In any man¬ 
ner described In section 372. the basis 
shall be that prescribed in such section 
with respect to such property. Section 
373 therefore expands section 113 (a) in 
order to make adequate provisions with 
respect to the basis of property acquired 
in a transfer made in obedience to an 
order of the Securities and Exchange 
Commission in connection with which 
the recognition of gain or loss Is pro¬ 
hibited by the provisions of section 112 
(b) (8) and section 371 with respect to 
the whole or any part of the property 
received. In general. It is intended that 
the basis for determining gain or loss 
pertaining to the property prior to its 
transfer, as well as the basis for deter¬ 
mining the amount of depreciation or 
depletion deductible and the amount of 
earnings or profits available for distribu¬ 
tion. shall continue notwithstanding the 
nontaxable conversion of the asset In 
form or its change in ownership. The 
continuance of the basis may be reflected 
in a shift thereof from one asset to an¬ 
other in the hands of the same owner, or 
in its transfer with the property from one 
owner into the hands of another. 8ee 
also article 371-1 of these regulations. 

Art. 372-1. Basis of property acquired 
upon exchanges under section 371 (a ). 371 
(b). or 371 (e). — In the case of an ex¬ 
change of stock or securities for stock or 
securities as described In section 371 (a), 
or an exchange of property for property 
as described in section 371 (b) . if no part 
of the gain or loss upon such exchange 
was recognized under section 371. the 
basis of the property acquired is the same 
as the basis of the property transferred 
by the taxpayer with proper adjustments 
to the date of the exchange. 

If. in an exchange of stock or securities 
** described In section 371 (a) or in an 
exchange of property for property as de¬ 
scribed in section 371 <b), gain to the 
taxpayer was recognized under section 371 
on account of the receipt of money, 
the basis of the property acquired is the 
basis of the property transferred (adjusted 
to the date of the exchange), decreased by 
the amount of money received and In¬ 
creased by the amount of gain recognized 
upon the exchange. If. upon such ex¬ 
change, there were received by the tax¬ 
payer money and other nonexempt prop¬ 
erty (not permitted to be received without 
No. 228-2 


the recognition of gain), and gain from 
the transaction was recognized under sec¬ 
tion 371 (e). the basis (adjusted to the 
date of the exchange) of the property 
transferred by the taxpayer, decreased by 
the amount of money received and in¬ 
creased by the amount of gain recognized, 
must be apportioned to and is the basis 
of the properties (other than money) re¬ 
ceived on the exchange. For the purpose 
of the allocation of such basis to the prop¬ 
erties received, there must be assigned to 
the nonexempt property (other than 
money) an amount equivalent to Us fair 
market value at the date of the exchange- 

section 371 (e) provides that no loss 
may be recognized on an exchange of 
stock or securities for stock or securi¬ 
ties as described in section 371 (a), or 
on an exchange of property for property 
as described in section 371 (b), although 
the taxpayer receives money or other 
nonexempt property from the transac¬ 
tion. However, the basis of the property 
(other than money) received by the tax¬ 
payer Is the basis (adjusted to the date 
of the exchange) of the property trans¬ 
ferred. decreased by the amount of 
money received. This basis must be ap¬ 
portioned to the properties received, and 
for this purpose there must be allocated 
to the nonexempt property (other than 
money) an amount of mch basis equiva¬ 
lent to the fair market value of such 
nonexempt property at the date of the 
exchange. 

Section 372 (a) does not apply in ascer¬ 
taining the basis of property acquired 
by a corporation by the issuance of its 
stock or securities as the consideration 
in whole or in part for the transfer of the 
property to it. For the rule in such 
cases, see section 372 <b). 

Art. 372-2. Basis of property acquired 
by corporation under section 371 (a). 
371 <b). or 371 (e) as contribution of 
capital or surplus, or in consideration 
for its own stock or securities. —If in 
connection with an exchange of stock 
or securities for stock or securities as 
described in section 371 (a), or an ex¬ 
change of property for property as de¬ 
scribed in section 371 (b), or an ex¬ 
change as described in section 371 (e>. 
property is acquired by a corporation 
by the issuance of its stock or securities, 
the basis of such property shall be de¬ 
termined under section 372 (b). If the 
corporation issued its stock or securi¬ 
ties as pan or sole consideration for 
the property acquired, the basis of the 
property in the hands of the acquiring 
corporation is the basis < adjusted to the 
date of the exchange) which the prop¬ 
erty would have had in the hands of the 
transferor if the transfer hod not been 
made, increased in the amount of gain 
or decreased in the amount of loss recog¬ 
nized under section 371 to the trans¬ 
feror upon the transfer. If any prop¬ 
erty is acquired by a corporation from 
a shareholder as paid-in surplus, or from 
any person as a contribution to capital. 


the basis of the property to the corpora¬ 
tion Is the basis (adjusted to the date 
of acquisition) of the property in the 
hands of the transferor. 

Art. 372-3. Basis of stock or securities 
acquired by shareholder upon tax-free 
distribution under section 371 (c).—Un¬ 
der section 372 (c). if there was distrib¬ 
uted to a shareholder In a corporation 
which is a registered holding company or 
a majority-owned subsidiary company 
stock or securities (other than stock or 
securities which are noncxempt prop¬ 
erty) . and If by virtue of section 371 (c) 
no gain was recognized to the share¬ 
holder upon such distribution, then the 
basis of the stock in respect of which the 
distribution was made must be appor¬ 
tioned between such stock and the stock 
or securities so distributed to the share¬ 
holder. The basis of the old shares and 
the stock or securities received upon the 
distribution shall be determined in ac¬ 
cordance with the following rules: 

(1) If the stock or securities received 
upon the distribution consist solely of 
stock in the distributing corporation and 
the stock received Is all of substantially 
the same character and preference as the 
stock in respect of which the distribution 
Is made, the basis of each share will be 
the quotient of the cost or other basis of 
the old shares of stock divided by the 
total number of the old and the new 
shares. 

(2) If the stock or securities received 
upon the distribution is in whole or In 
part stock In a corporation other than 
the distributing corporation, or is in 
whole or In part stock of a character or 
preference materially different from the 
stock In respect of which the distribu¬ 
tion is made, or if the distribution con¬ 
sists in whole or In part of securities 
other than stock, the cost or other basis 
of the stock In respect of which the dis¬ 
tribution is made shall be apportioned be¬ 
tween such stock and the stock or se¬ 
curities distributed In proportion, as 
nearly as may be, to the respective values 
of each class of stock or security, old 
and new. at the time of such distribu¬ 
tion. and the basis of each share of stock 
or unit of security will be the quotient 
of the cost or other basis of the class of 
stock or security to which such share or 
unit belongs, divided by the number of 
shares or units in the class. Within the 
meaning of the foregoing provisions 
stocks or securities in one corporation 
are different in class from stocks or se¬ 
curities in another corporation, and, in 
general, any material difference in char¬ 
acter or preference or terms sufficient to 
distinguish one stock or security from an¬ 
other stock or security so that different 
values may properly be assigned thereto, 
will constitute a difference In class. As 
to the basis of stock or securities dis¬ 
tributed by one member of a system 
group to another member of the same 
system group, see section 372 (d). 
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Art. 372-4. Basis of property acquired 
tauter section 371 (cf> in transactions 
between corporations of the same system 
group, —If property was acquired by a 
corporation which is a member of a sys¬ 
tem group, from a corporation which is 
a member of the same system group, 
upon a transfer or distribution de¬ 
scribed in section 371 (d) (I), then as a 
general rule the basis of such property in 
the hands of the acquiring corporation 
is the basis which such property would 
have had in the hands of the transferor 
If the transfer or distribution had not 
been made. 

Except as otherwise indicated In this 
article, this rule will apply equally to 
cases m which the consideration for the 
property acquired consists of stock or se¬ 
curities. money, and other property, or 
any of them, but it Is contemplated that 
an ultimate true reflection of income will 
be obtained in all cases, notwithstanding 
any peculiarities in form which the var¬ 
ious transactions may assume. See the 
example in article 371-5 of these regu¬ 
lations. 

An exception to this general rule Is 
provided for in case the property ac¬ 
quired consists of stock or securities 
issued by the corporation from which 
such stock or securities were received. 
If such stock or securities were the sole 
consideration for the property trans¬ 
ferred to the corporation issuing such 
stock or securities, then the basis of 
the stock or securities shall be (1) the 
same as the basis (adjusted to the time 
of the transfer) of the property trans¬ 
ferred for such stock or securities, or 

(2) the fair market value of such stock 
or securities at the time of their re¬ 
ceipt, whichever is the lower. If such 
stock or securities constituted only part 
consideration for the property trans¬ 
ferred to the corporation Issuing such 
stock or securities, then the basis shall 
be an amount which bears the same 
ratio to the basis of the property trans¬ 
ferred as the fair market value of such 
stock or securities on their receipt bears 
to the total fair market value of the 
entire consideration received, except 
that the fair market value of such stock 
or securities at the time of their re¬ 
ceipt shall be the basis therefor, If 
such value is lower than such amount. 

Example. —Suppose the A Corporation 
has property with an adjusted basis of 
$500,000. and In an exchange in which 
section 371 (d) (1) is applicable, trans¬ 
fers such property to the B Corporation 
in exchange for a total consideration of 
$1,000,000. consisting of (1) cash in the 
amount of $100,000, (2) tangible prop¬ 
erty having a fair market value of $400.- 
000 and an adjusted basis In the hands 
of the B Corporation of $300,000. and 

(3) stock or securities issued by the B 
Corporation with a par value and a fair 
market value as of the date of their re¬ 
ceipt in the amount of $500,000. The 
basis to the B Corporation of the prop¬ 
erty received by it is $600,000, which is 
the adjusted basis of such property in 
the hands of the A Corporation. The 


basis to the A Corporation of the assets 
(other than cash) received by it is as fol¬ 
lows: Tangible property, $300,000. the ad¬ 
justed basis of such property to the B 
Corporation, the former owner; stock 
or securities issued bj the B Corpora¬ 
tion. $300,000. an amount equal to 
500,000/1.000,000 of $600,000. 

Suppose that the property of the A 
Corporation transferred to the B Corpo¬ 
ration had an adjusted basis of $1,100,000 
instead of $600,000. and that all other 
factors in the illustration in the preced¬ 
ing paragraph remain the same. In 
such case the basis to the A Corporation 
of the stock or securities in the B Cor¬ 
poration is $500,000 which was the fair 
market value of such stock or securities 
at the time of their receipt by the A 
Corporation, and not the amount estab¬ 
lished as 500,000/1.000.000ths of $1,100,- 
000, or $550,000. 


PART ZXE —DEFINITIONS 

Sec. 373. Definition*. 

As lined in thin supplement— 

(a) The term “order of the Securities and 
Exchange Commission" means an order (1) 
Issued after the date of enactment of this 
Act and prior to January 1. 1940, by the Se¬ 
curities and Exchange Commission to effec¬ 
tuate the provisions of section 11 (b) of the 
Public Utility Holding Company Act of 1935. 
or (2) Issued by the Commission subsequent 
to December 31, 1939, In which it Is expressly 
stated that an order of the character speci¬ 
fied In clause (1) is amended or supple¬ 
mented. and (3) which has become final In 
accordance with law. 

(b) The terms "registered holding com¬ 
pany". "holding-company system", and “as¬ 
sociate company" shall have the meanings 
assigned to them by section 2 at the Public 
UUllfcy Holding Company Act of 1935. 

(c) The term “majority-owned subsidiary 
company" of a registered holding company 
means a corporation, stock of which, repre¬ 
senting In the aggregate more than 50 per 
centum of the total combined voting power 
of all classes of stock of such corporation 
entitled to vote (not including stock which 
is entitled to vote only upon default or 
nonpayment of dividends or other special 
circumstances) la owned wholly by such 
registered holding company, or partly by 
such registered holding company and partly 
by one or more majority-owned subsidiary 
companies thereof, or by one or more ma¬ 
jority-owned subsidiary companies of such 
registered holding company. 

(d) The term "system group" means one 
or mart chains of corporations connected 
through stock ownership with a common 
parent corporation if— 

(1) At least 90 per centum of each class 
of the stock (other than stock which Is pre¬ 
ferred as to both dividends and assets) of 
each of the corporations (except the com¬ 
mon parent corporation) is owned directly 
by one or more of the other corporations; 
and 

(2) The common parent corporation owns 
directly at least 90 per centum of each 
class of the stock (other than stock which la 
preferred as to both dividends and assets) 
of at least one of the other corporations; 
and 

(3) Each of the corporations 1s either a 
registered holding company or a majority- 
owned subsidiary company. 

(e) The term “noncxempt property" 
means— 

(1) Any consideration in the form at a 
cancellation or assumption of debts or other 
liabilities (including a continuance of en¬ 
cumbrances subject to which the property 
was transferred); 

<2) Short-term obligations (Including 
notes, drafts, bills of exchange, and bankers’ 


acceptances) having a maturity at the tin* 
of issuance of not exceeding twenty-rom- 
months, exclusive of days of grace. 

(3) Securities issued or guaranteed M 
principal or Interest by a govern me*!.- c* 
subdivision thereof (including them- l*.-iuxi 
by a corporation which is an inatnimeM*my 
of a government or subdivision thereof)* 

(4) Stock or securities which were ac¬ 
quired after February 28. 1938. unless such 
stock or securities (other than ohlip.v.ioni 
described as noncxempt property in para¬ 
graph (2) or (3)) were acquired In obedi¬ 
ence to an order of the Bccumicri and Ex¬ 
change Commission; 

(5) Money, and the right to receive money 
not evidenced by a security other than an 
obligation described os noncxempt property 
in paragraph (2) or (3). 

(f) The term "stock or securtttw ’ means 
shares of stock in any corporation, certifi¬ 
cate* of stock or interest in any corporation 
notes, bonds, debentures, and evidences of 
indebtedness (including any evidence of an 
interest In or right to subscribe to or pur¬ 
chase any of the foregoing). 

Art. 373-1. Definition.—(a) "Order of 
the Sectuities and Exchange Commis¬ 
sion."—An order of the Securities and 
Exchange Commission as defined In sec¬ 
tion 373 (a) must be issued after May 
28, 1938 (the date of the enactment of 
the Revenue Act of 1938) and mmi be 
issued under the authority of serMon 
11 (b) or 11 (e) of the Public Utility 
Holding Company Act of 1935 to effectu¬ 
ate the provisions of section 11 <b) of 
such Act (or must amend or supple¬ 
ment an order so issued and expr sly 
state that It amends or supplements 
such an order). In all cases the order 
must have become final in accordance 
with law; i*., it must be valid, outstand¬ 
ing. and not subject to further appeal. 
See further sections 373 (a) and 371 <f>. 
Section 11 (b) of the Public Utility 
Holding Company Act of 1935 proviucs; 

(b) It shall be the duty of the Oomr. *•- 
slon. os soon as practicable after January 1. 
1938; 


(1) To require by order, after notice and 
opportunity for bearing, that each registered 
holding company, and each subsidiary com¬ 
pany thereof, shall take such action an the 
Commission shall find neoessary to limit the 
operations of the holding-company system of 
which such company Is a part to a single 
Integrated public-utility system, and to sur h 
other businesses as ore reasonably tncldr r. nl, 
or economically ntessary or nppropiut* to 
the operations of such Integrated public- 
utility system: Provided, however. That the 
Commission shall permit a registered bold¬ 
ing company to continue to control one or 
marc additional Integrated public-utility sys¬ 
tems, tf. after notice and opportunity for 
hearing, It finds that— 

(A) Bach of such additional systems can¬ 

not be operated as an Independent system 
without the lo« of substantial econoxr.r* 
which can be secured by the retention 
control by such holding company of suen 
system; , 

(B) All of such additional systems arc lo¬ 
cated In one State, or In odjotning States, or 
In a contiguous foreign country: and 

(C) The continued combination of suen 
systems under the control of such holding 
company la not so large (considering tht 
state of the art and the area or region af¬ 
fected) as to Impair the advantage* r 
localised management, efficient operation or 
the effectiveness of regulation 


The Commission may permit os reason- 
bly Incidental, or economically necessary 
r appropriate to the operations of 
lore integrated public-utility *1®**™* 'Jl- 
•tonlion of an Interest in any busino 
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(other than the bualnem of a public-utility 
company as such) which the Commission 
ihaU find necessary or appropriate In the 
public Interest or for the protection of Ln- 
restorc or consumers and not detrimental to 
the proper functioning of such system or 
BTHtems. 

I’ii TO require by order, after notice and 
opportunity for hearing, that each registered 
holding company, and each subsidiary com¬ 
pany thereof, shall take such steps as the 
Commission shall And necessary to ensure 
that the corporate structure or continued 
existence of any company In the holding- 
company system does not unduly or un¬ 
necessarily complicate the structure, or un¬ 
fairly or inequitably distribute voting power 
among security holders, of such holding- 
company system. In carrying out the pro¬ 
visions of this paragraph the Commission 
shall require each registered holding com¬ 
pany (and any company In the same hold¬ 
ing-company system with such holding com¬ 
pany) to take such action as the Commis¬ 
sion "hail And necessary In order that such 
holding company shall cease to be a holding 
ccwpitny with respect to each of Its sub¬ 
sidiary companies which Itself has a sub- 
aidiary company which Is a holding com¬ 
pany Except for the purpose of fairly and 
equitably distributing voting power among 
the vicurlty holders of such company, noth¬ 
ing in this paragraph shall authorise the 
Commission to require any change In the 
corporate structure or existence of any com¬ 
pany which is not a holding company, or 
of any company whose principal business is 
that of a public-utility company. 

The Commission may by order revoke or 
modify any order previously mode under 
this subsection. If, after notice and oppor¬ 
tunity for bearing, it Ands that the condi¬ 
tion* upon which the order was predicated 
dc not exist. Any order made under this 
subsection shall be subject to judicial review 

provided In section 24. 


Section 11 (e) of the Public Utility 
Holdmg Company Act of 1935 provides: 

(e) In accordance with such rules and 
regulation* or order as the Commission may 
deem necessary or appropriate in the public 
In cereal or for the protection of Investors or 
consumers, any registered holding company 
or any subsidiary company of a registered 
holding company may. at any tune after 
January 1. 1936. submit a plan to the Com¬ 
mission for the divestment of control, wreurt- 
tles. or other assets, or for other action by 
such company or any subsidiary company 
thereof for the purpose of enabling such 
company or any subsidiary company thereof 
to comply with the provisions of subsection 
(b) If. after notice and opportunity for 
hearing, the Commission shall And such 
plan, at submitted or as modlAed, necessary 
to effectuate the provisions of subsection (b) 
and fair and equitable to the persons affected 
by such plan, the Commission shall make an 
order approving such plan: and the Com¬ 
mission. at the request of the company, may 
spply to a court. In accordance with the 
provisions of subsection (f) of section 18. 
to enforce and carry out the terms and pro¬ 
vision* of such plan. If. upon any such 
application, the court, after notice and op¬ 
portunity for hearing, shall approve such 
plan as fair and equitablo and as appropriate 
to effectuate the provisions of aectlon 11, the 
court as a court of equity may. to «uch 
extent as It deems necessary for the purpose 
cr carrying out the terms and provisions 
of «ueh plan, take exclusive Jurisdiction and 
Possession of the company or companies and 
the assets thereof, wherever located: and the 
court shall have jurisdiction to appoint a 
trustee, and the court may constitute and 

the Commission as sole trustee, to 
hold or administer, under the direction of 
™ and in accordance with the plan 

theretofore approved by the court and the 
Commission, the assets so possessed. 

"Registered holding company” 
hending-company system ” and “asso¬ 
ciate company."—Under section 5 of the 


Public Utility Holding Company Act of 
1935 any holding company may register 
by filing with the Securities and Ex¬ 
change Commission a notification of 
registration. In such form os the Com¬ 
mission may by rules and regulations 
prescribe as necessary or appropriate in 
the public Interest or for the protection 
of investors or consumers. A holding 
company shall be deemed to be regis¬ 
tered upon receipt by the Securities and 
Exchange Commission of such notifica¬ 
tion of registration. The term “regis¬ 
tered holding company'* as used in these 
regulations means a holding company 
whose notification of registration has 
been so received and whose registration 
is still in effect under section 5 of the 
Public Utility Holding Company Act of 
1935. Under section 2 (a) (7) of the 
Public Utility Holding Company Act of 
1935. a corporation Is a holding com¬ 
pany (unless it is declared not to be 
such by the Securities and Exchange 
Commission), if such corporation di¬ 
rectly or indirectly owns, controls, or 
holds with power to vote 10 percent or 
more of the outstanding voting securi¬ 
ties of a public-utility company (f. e., 
an electric utility company or a gas 
utility company as defined by such Act) 
or of any other holding company. A 
corporation is also a holding company 
if the Securities and Exchange Commis¬ 
sion determines, after notice and oppor¬ 
tunity for hearing, that such corpora¬ 
tion directly or indirectly exercises 
< either alone or pursuant to an arrange¬ 
ment or understanding with one or 
more other persons) such a controlling 
Influence over the management or poli¬ 
cies of any public-utility company ii.e.. 
an electric utility company or a gas 
utility company as defined by such Act) 
or holding company as to make it neces¬ 
sary or appropriate In the public inter¬ 
est or for the protection of .investors 
or consumers that such corporation be 
subject to the obligations, duties, and 
liabilities imposed upon holding com¬ 
panies by the Public Utility Holding 
Company Act of 1935. An electric util¬ 
ity company is defined by section 2 <a) 
(3) of the Public Utility Holding Com¬ 
pany Act of 1935 to mean a company 
which owns or operates facilities used 
for the generation, transmission, or dis¬ 
tribution to tenants, or employees of the 
other than sale to tenants or employees 
of the company operating such facilities 
for their own use and not for resale; 
and a gas utility company is defined 
by section 2 (a) (4) of such Act to 
mean a company which owns or oper¬ 
ates facilities used for the distribution 
at retail (other than distribution only 
in enclosed portable containers, or dis¬ 
tribution to tenants or employees of the 
company operating such facilities for 
their own use and not for resale) of 
natural or manufactured gas for heat, 
light, or power. However, under cer¬ 
tain conditions the Securities and Ex¬ 
change Commission may declare a com¬ 
pany not to be an electric utility com¬ 
pany or a gas utility company, as the 


case may be, in which event the com¬ 
pany shall not be considered an electric 
utility company or a gas utility com¬ 
pany. 

The term “holding company system** 
has the meaning assigned to it by section 
2 (a) eg> of the Public Utility Holding 
Company Act of 1935, and hence means 
any holding company, together with all 
its subsidiary companies <1. e. t subsidiary 
companies within the meaning of section 
2 (a) (8) of such Act. which In general 
include all companies 10 percent of whose 
outstanding voting securities is owned di¬ 
rectly or Indirectly by such holding com¬ 
pany) and all mutual service companies 
of which such holding company or any 
subsidiary company thereof is a member 
company. The term ’'mutual service 
company" means a company approved as 
a mutual service company under section 
13 of the Public Utility Holding Company 
Act of 1935. The term “member com¬ 
pany" is defined by section 2 <a) (14) of 
such Act to mean a company which is a 
member of an association or group of 
companies mutually served by a mutual 
service company. 

The term “associate company" has the 
meaning assigned to it by section 1 
(10) of the Public Utility Holding Com¬ 
pany Act of 1935, and hence an associate 
company of a company is any company 
in the same holding-company system 
with such company. 

(c) " Majority-owned subsidiary com¬ 
pany ”—The term “majority-owned sub¬ 
sidiary company" is defined In section 
373 (c). Direct ownership by a regis¬ 
tered holding company of more than 50 
percent of the specified stock of another 
corporation is not necessary to consti¬ 
tute such corporation a majority-owned 
subsidiary company. To illustrate, if the 
H Corporation, a registered holding com¬ 
pany. owns 51 percent of the common 
stock of the A Corporation and 31 per¬ 
cent of the common stock of the B Cor¬ 
poration, and the A Corporation owns 
20 percent of the common stock of the B 
Corporation (the common stock in each 
case being the only stock entitled to 
vote), both the A Corporation and the 
B Corporation are majority-owned sub¬ 
sidiary companies. 

id) "System group.” —The term “sys¬ 
tem group" is defined in section 373 «d> 
to mean one or more chains of corpora¬ 
tions connected through stock owner¬ 
ship with a common parent corporation, 
if at least 90 percent of each class of 
stock (other than stock preferred as to 
both dividends and assets) of each oi 
the corporations (except the common 
parent corporation) is owned directly 
by one or more of the other corporations 
and the common parent corporation 
owns directly at least 90 percent of 
each class of such stock of at least one 
of the other corporations; but no cor¬ 
poration is a member of a system group 
If it is not either a registered holding 
company or a majority-owned subsidi¬ 
ary company. It Is to be observed that 
while the type of stock which must be 
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at least 90 percent owned for the purpose 
of this definition (i. e„ stock not pre¬ 
ferred its to both dividends and assets) 
may be different from the voting stock 
which must be more than 50 percent 
owned for the purpose of the definition 
of a majority-owned subsidiary com¬ 
pany under section 373 (c>, yet as a 
general rule both types of ownership 
tests must be met under section 373 (d), 
since a corporation, in order to be a 
member of a system group, must also be 
a registered holding company or a ma¬ 
jority-owned subsidiary company. 

<e) “Nonexempt property .“—The term 
••nonexempt property“ is defined by sec¬ 
tion 373 <e) to include— 

(1) The amount of any consideration 
in the form of a cancellation or assump¬ 
tion of debts or other liabilities < includ¬ 
ing a continuance of encumbrances sub¬ 
ject to which the property was trans¬ 
ferred). To illustrate, if in obedience 
to an order of the Securities and Ex¬ 
change Commission the X Corporation, 
a registered holding company, transfers 
property to the Y Corporation in ex¬ 
change for property <not noncxempt 
property) with a fair market value of 
$500,000, the X Corporation receives 
$100,000 of nonexempt property if, for 
example, 

(A) The Y Corporation cancels $100.- 
000 of indebtedness owed to it by the X 
Corporation; 

(B) The Y Corporation assumes an 
indebtedness of $100,000 owed by the X 
Corporation to another company, the A 
Corporation; or 

(C) The Y Corporation takes over the 
property conveyed to it by the X Corpo¬ 
ration subject to a mortgage of $100,000. 

(2) Short-term obligations (including 
notes, drafts, bills of exchange, and bank¬ 
ers* * acceptances) having a maturity at 
the time of issuance of not exceeding 24 
months, exclusive of days of grace. 

(3) Securities issued or guaranteed as 
to principal or interest by a government 
or subdivision thereof (including those 
issued by a corporation which Is an in¬ 
strumentality of a government or sub¬ 
division thereof). 

(4) Stock or securities which were ac¬ 
quired after February 28, 1938. unless 
such stock or securities were acquired in 
obedience to an order of the Securities 
and Exchange Commission (as defined in 
section 373 (a)) and are not nonexempt 
property within the meaning of section 
373 (e) (2) or (3). 

(5) Money, and the right to receive 
money not evidenced by a security other 
than an obligation described as non¬ 
exempt property In section 373 (e) (2) or 
(3). The term “the right to receive 
money** includes, among other items, ac¬ 
counts receivable, claims for damages, and 
rights to refunds of taxes. 

(/) “Stock or securities ” —The term 
“stock or securities** is defined in section 
373 (f) for the purposes of sections 371 
to 373, inclusive. As therein defined the 


term includes voting trust certificates and 
stock rights or warrants. 

(sealI Milton E. Carter, 

Acting Commissioner of 
Internal Revenue . 
Approved. November 16. 1938. 

John W. Hanes, 

Acting Secretary of the Treasury. 

(F. R. Doc. 38-3470; Filed. November 17.1038; 
12:23 p. m l 


TITLE 29—LABOR 

WAGE AND HOUR DIVISION 

Part 511— Regulations Applicable to 
Industry Committees Pursuant to 
Section 5 of the Pair Labor Stand¬ 
ards Act • 

The following Regulations—Part 511— 
(Regulations Applicable to Industry 
Committees Pursuant to Section 5 of the 
Fair Labor Standards Act) are hereby 
issued. Said Regulations—Part 511—re¬ 
peal and re-enact without change, ex¬ 
cept by renumbering and by adding cap¬ 
tions. Rules and Regulations Applicable 
to Industry Committees, approved by me 
September 22, 1938, and published in the 
Federal Register September 27, 1938. 1 
Said Regulations—Part 511—shall be¬ 
come effective on my signing the original 
and upon the publication thereof in the 
Federal Register, and shall be in force 
and effect until repealed by Regulations 
hereafter made and published by me. 

Signed at Washington. D. C. this 17th 
day of November, 1938. 

Elmer F. Andrews. 

Administrator. 

Sec. 511.1 Appointment of members .— 
The members of an industry committee 
are appointed and the chairman desig¬ 
nated by the Administrator.* 

Sec. 511.2 Appointment of subcommit¬ 
tees. —The chairman of the industry 
committee may appoint authorized sub¬ 
committees of one or more persons from 
among the membership of the commit¬ 
tee; provided, however, that the industry 
committee may. by a vote of not less 
than a majority of all Its members, Adopt 
a different procedure for the appointment 
of authorized subcommittees.* 

Sec. 511.3 Convening of committee. — 
An Industry committee may be convened 
by the Administrator from time to time 
for the purpose of recommending the 
minimum rate or rates of wages to be paid 
employees In the industry. Orders by 
the Administrator convening an industry 
committee shall be published in the Fed¬ 
eral Register and otherwise made public 
in a general press release.* 

Sec. 511.4 Call of meeting of commit¬ 
tees <—The Industry committee shall meet 


‘3 F. R 2312 DI. 

• Section* 611.1 through 611.22 issued un¬ 

der the authority contained in Section 6. 62 
Slat. 1000. 


at the call of the chairman or the Ad¬ 
ministrator. A subcommittee shall meet 
at the call of the chairman of the in¬ 
dustry committee or the chairman of the 
subcommittee.* 

Sec. 511.5 Place of meeting. — The in¬ 
dustry committee and authorized sub¬ 
committees shall meet in Washing'on, 
D. C„ unless the Administrator, or the 
chairman of the Industry committee, or 
the chairman of the particular subcom¬ 
mittee. designates another place of meet¬ 
ing.* 

Sec. 511.6 Quorum; requirement for 
decision of committee. —Two-thirds of 
the members of the industry committer 
shall constitute a quorum, and the deci¬ 
sion of the industry committee shall re¬ 
quire a vote of not less than a majority 
of all its members.* 

Sec. 511.7 Personnel assistance for 
committees.— The chairman of the in¬ 
dustry committee may request the Ad¬ 
ministrator to furnish specified legal, 
stenographic, clerical, and other assist¬ 
ance to the industry committee and to 
subcommittee.* 

Sec. 511.8 Per diem and expense al¬ 
lowance for committee members. —Each 
member of the industry committee wta 
be allowed a per diem of $15 for each 
day actually spent in the work of the 
committee, and will In addition be re¬ 
imbursed for necessary transportation 
and other expenses incident to travel¬ 
ing* in accordance with Standardized 
Government Travel Regulations, as 
amended, dated January 30, 1934. and 
December 10. 1935. All travel expenses 
will be paid on travel vouchers certified 
by the chairman of the committee Any 
other necessary expenses which arc In¬ 
cidental to the work of the committee 
will, after approval by the Administra¬ 
tor, or his authorized representative, 
be paid upon the certification of the 
chairman of the committee.* 

Sec. 511.9 Committee to investigate 
conditions in the industry .—Upon bein;; 
convened by the Administrator, the in¬ 
dustry committee shall proceed as ex¬ 
peditiously as possible to investigate 
conditions In the industry for which 
it is appointed for the purpose of recom¬ 
mending the minimum rate or rates ot 
wages to be paid employees in the in¬ 
dustry.* 

Sec. 511.10 Evidence to be submitted to 
committee. —The industry committee 
shall consider such data as is submitted 
to it by the Administrator and by inter¬ 
ested persons. The chairman of the com¬ 
mittee may call upon the Administrator 
to furnish additional information to aid 
the committee in Its deliberation. Any 
interested person may submit in writing 
pertinent data to the committee either 
through the Administrator or through 
the chairman of the committee.* 

Sec. 511.11 Witnesses and public hear¬ 
ings.— 1 The industry committee, or an au¬ 
thorized subcommittee, may hear wit¬ 
nesses who may be summoned by tbo 
chairman of the industry committee or 
may be brought before it by the Admims- 
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trator. If an industry committee or an 
authorized subcommittee elects to hold 
a public hearing in the course of its in- 
vtttigaUoos, the chairman of the com¬ 
mittee or of the subcommittee shall cause 
to be inserted in the Federal Register 
and to be made public by a general press 
release a notice of the time, place, and 
scope of such hearing, at least 5 days be¬ 
fore the date of such hearing.* 

Sic. 611.12 Journal to be kept by com - 
matte .—The industry committee shall 
keep a journal, recording the time and 
place of all its meetings, the members 
present, the votes, and other formal pro¬ 
ceedings, including the appointment of 
rubcornmJttecs; but shall not be required 
to keep a stenographic transcript of any 
testimony that may be given before it or 
of its discussions. Subcommittees shall 
keep a similar Journal.* 

Sxc 511.13 Subpoena power of com- 
mittce.—F or the purpose of performing 
its duties and functions, an Industry 
committee may exercise the powers con¬ 
ferred by the provisions of Sections 9 
and 10 < relating to the attendance of 
witnesses and the production of books, 
papers, and documents) of the Federal 
Trade Commission Act of September 26, 
1914, as amended (U. S. C., 1934 edition, 
title 15. sections 49 and 50). These sec¬ 
tions are set forth in full in the appendix 
to these regulations. Subpoenas and or¬ 
ders for the taking of testimony by dep¬ 
ort (ion shall be issued only by the chair¬ 
man of the industry committee or of a 
subcommittee upon forms to be furnished 
by the Administrator, and oaths shall be 
administered only by the chairman of 
the industry committee or of a subcom¬ 
mittee. Applications to a court for the 
enforcement of a subpoena shall be made 
only by the Administrator or his author¬ 
ized deputy.* 

Sec. 511.14 Privacy of information .— 
No member of an Industry committee 
shall make public any information ob¬ 
tained by the committee or a subcom¬ 
mittee thereof without the approval of 
the Administrator.* 

Sec. 511.15 Payment of witnesses .— 
Witnesses summoned before a commit¬ 
tee shall be paid the same fees and mile- 
aue that are paid witnesses in the courts 
of the United States, and witnesses whose 
depositions are taken and the persons 
taking the same shall severally be en¬ 
titled to the same fees as arc paid for 
like services in the courts of the United 
States.* 

Sec. 51M6 Progress reports to admin¬ 
istrator .—When called upon by the Ad¬ 
ministrator, an industry committee shal l 
furnish him with such reports relating 
to its activities and such other informa¬ 
tion as he may request.* 

Stc. 511.17 Recommendation to ad¬ 
ministrator on scope of industry. —An in¬ 
dustry committee may. at any time, rec¬ 


ommend to the Administrator that the 
scope of the industry as defined in the 
order appointing the committee be en¬ 
larged. modified, or restricted.* 

Sec. 511.18 Final recommendations ; 
basic considerations. —To reach the ob¬ 
jective of a universal minimum wage of 
40 cents an hour os rapidly aa is eco¬ 
nomically feasible, the committee, in ac¬ 
cordance with the declared policy of the 
act to eliminate labor conditions detri¬ 
mental to the maintenance of the mini¬ 
mum standards of living necessary for 
health, efficiency, and general well-being 
of workers, shall recommend the highest 
minimum-wage rates for the industry 
which It determines, having due regard 
to economic and competitive conditions, 
will not substantially curtail employment 
in the industry. The industry commit¬ 
tee shall recommend such reasonable 
classifications as it determines to be nec¬ 
essary for the purpose of fixing for each 
classification within such industry the 
highest minimum-wage rate (not in ex¬ 
cess of 40 cents an hour) which (1) will 
not substantially curtail employment in 
such classifications, and (2) will not give 
competitive advantage to any group in 
the industry, and shall recommend for 
each classification in the Industry the 
highest minimum-wage rate which the 
committee determines will not substan¬ 
tially curtail employment in such classi¬ 
fications. In determining whether such 
classifications should be made in the in¬ 
dustry. in making such classifications, 
and in determining the minimum-wage 
rate for such classifications, no classifi¬ 
cation shall be made and no minimum- 
wage rate shall be fixed solely on a 
regional basis, but the industry commit¬ 
tee shall consider among other relevant 
factors the following: 

(1) Competitive conditions as affected 
by transportation, living, and production 
costs; 

(2) The wages established for work of 
like or comparable character by collec¬ 
tive labor agreements negotiated between 
employers and employees by representa¬ 
tives of their own choosing; and 

(3) The wages paid for work of like 
or comparable character by employers 
who voluntarily maintain minimum-wage 
standards in the industry. 

No classification shall be made on the 
basis of age or sex.* 

Sec. 511.19 Report of committee ; rec¬ 
ommendations and reasons .—Upon the 
completion of its investigation, the In¬ 
dustry committee shall submit to the 
Administrator a report containing its 
recommendations together with a state¬ 
ment of the reasons supporting such 
recommendations. No such recommen¬ 
dations shall be made by the committee 
unless concurred In by a vote of not less 
than the majority of all its members. 


The report shall be signed by all the 
members of the committee who approve 
it. Members dissenting therefrom shall 
note their dissent and append a signed 
statement in explanation thereof.* 

Sec. 511.20 Records deposited with ad¬ 
ministrator. —After a report Is sub¬ 
mitted. the committee shall deposit with 
the Administrator all of its records and 
documents.* 

Sec. 511.21 Dissolution of committee *— 
If an industry committee Is unable to 
arrive at a recommendation or refuses 
to make a recommendation, or unrea¬ 
sonably delays its work, it may be dis¬ 
solved by the Administrator.* 

Sec. 511-22 End of committee's func¬ 
tion. —When a committee has submitted 
a report, as provided in section 511.19 
hereof, it shall cease to perform any 
further functions until reconvened by 
the Administrator; provided, however, 
that the Administrator may dissolve the 
committee after It has submitted its 
report. 


APPENDIX TO REGULATIONS PART 511 

| Referred to in Section 511.131 

An Act to Creatk a Federal Trade Commis¬ 
sion. To Define Its Powers and Duma. 
and for Other Purposes (38 8tat. 717) 

8xc 9. That for the purposes of this Act 
the commission. or Its duly authorized agent 
or agents, uholl At all reasonable times have 
access to. for the purpose of examination, and 
the right to copy any documentary evidence 
of any corporation being Investigated or pro¬ 
ceeded against; and the commission shall 
have power to require by subpoena the at¬ 
tendance and testimony of witnesses and the 
production of ail such documentary evidence 
relating to any matter under investigation. 
Any member of the commission may sign 
subpoenas, and members and examiners of 
the commission may administer oaths and 
amrmatlons. examine witnesses, and receive 
evidence. 

Such attendance of witnesses, and the pro¬ 
duction of such documentary evidence, may 
be required from any place in the United 
States, at any designated place of hearing 
And in case of disobedience to a subpoena 
the commission may invoke the aid of any 
court of the United States In requiring the 
attendance and testimony of witnesses and 
the production of documentary evidence. 

Any of the district courts of Die United 
States within the jurisdiction of which such 
inquiry is carried on may. in case of con¬ 
tumacy or refusal to obey a subpoena issued 
to any corporation or other person issue an 
order requiring such corporation or other 
person to appear before the commission, or 
to produce documentary evidence if so or¬ 
dered. or to give evidence touching the mat¬ 
ter in question; and any failure to obey such 
order of the court may be punished by such 
court as a contempt thereof. 

Upon the application of the Attorney Gen¬ 
eral of the United States, at the request of 
the commission, the district courts of the 
United States shall have jurisdiction to issue 
writs of mandamus commanding any person 
or corporation to comply with the provisions 
of this Act or any order of the commission 
made In pursuance thereof. 

The Commission may order testimony to be 
token by deposition in any proceeding or in¬ 
vestigation pending under this Act at any 
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KUgp of such proceeding or Investigation. 
Surh deposition may be Ukrn before any 
person designated by the commission and 
having power to administer oaths. Such 
testimony shall be reduced to writing by the 
person taking the deposition, or under his 
direction, and shall then be subscribed by 
the deponent. Any person may be compelled 
to appear and depose and to produce docu¬ 
mentary evidence In the same manner as 
witnesses may be compelled to appear and 
testify and produce documentary evidence 
before the commission as hereinbefore pro¬ 
vided. 

Witnesses summoned before the commis¬ 
sion shall be paid the same fees and mileage 
that are paid witnesses In the courts of the 
United States, and witnesses whose deposi¬ 
tions are taken and the persons taking the 
same shall severally be entitled to the same 
fees as arc paid for like services in the 
courts of the United States. 

No persons shall be excused from attending 
and testifying or from producing documen¬ 
tary evidence before the commission or In 
obedience to the subpoena of the commission 
on the ground or for the reason that the testi¬ 
mony or evidence, documentary or otherwise, 
required of him may tend to criminate him 
or subject him to a penalty or forfeiture. But 
no natural person shall be prosecuted or sub¬ 
jected to any penalty or forfeiture for or on 
account of any transaction, matter, or thing 
concerning which he may testify, or produce 
evidence, documentary or otherwise, before 
the commission in obedience to a subpoena 
issued by it: Provided, That no natural per¬ 
son so testifying shall be exempt from prose¬ 
cution and punishment for perjury committed 
In so testifying. 

Sec. 10. That any pennon who shall neg¬ 
lect or refuse to attend and testify, or to 
answer any lewful inquiry, or to produce 
documentary evidence. II In his power to do 
so. In obedience to the subpoena or lawful 
requirement of the commission,shall be guilty 
of an offense nod upon conviction thereof by 
a court of competent Jurisdiction shall be 
punished by a fine of not less than $1,000 nor 
more than $5,000. or by imprisonment for not 
more than one year, or by both such fine and 
imprisonment. 

Any person who shall willfully moke, or 
cause to be made, any false entry or state¬ 
ment of fact In any report required to be 
made under this Act, or who shall willfully 
make, or cause to be made, any false entry 
In any account, record, or memorandum kept 


by any corporation subject to this Act, or 
who shall willfully neglect or fail to make, 
or to cause to be made. full. true, and cor¬ 
rect entries in such accounts, records, or 
memoranda of all facts and transactions ap¬ 
pertaining to the business of such corpora¬ 
tion. or who shall willfully remove out of the 
Jurisdiction of the United States, or willfully 
mutilate, alter, or by any other mean* falsify 
any documentary evidence of such corpora¬ 
tion, or who shall willfully refure to submit 
to the commission or to any of its authorized 
agents, far the purpose of inspection and 
taking copies, any documentary evidence of 
such corporation In his paesefslon or within 
his control, shall be deemed guilty of an 
offense against the United State*, and shall 
be subject, upon conviction In any court of 
the United Stale* of competent Jurisdiction, 
to a fine of not leas than $1,000 nor more 
than $5,000. or to Imprisonment for a term 
of not more than three years, or to both such 
fine and imprisonment. 

If any corporation required by this Act to 
file any annual or special report shall fail so 
to do within the time fixed by the commis¬ 
sion for filing the same, and such failure 
shall continue for thirty days after notice 
of such default, the corporation shall for¬ 
feit to the United 8 la lev the sum of $100 
for each and every day of the continuance 
of such failure, which forfeiture shall be 
payable into the Treasury of the United 
States, and shall be recoverable in a civil 
suit in the name of the United States 
brought In the district where the corpora¬ 
tion has its principal office or In any district 
In which It shall do business. It shall be 
the duty of the various district attorneys, 
under the direction of the Attorney Gen¬ 
eral of the United States, to proeecute for 
the recovery of forfeitures The costs and 
expenses of such prosecution shall be paid 
out of the appropriation for the expenses of 
the courts of the United 8late*. 

Any officer or employee of the commission 
who shall make public any Information ob¬ 
tained by the commission without Its au¬ 
thority. unless directed by a court, shall 
be deemed guilty of a misdemeanor, and 
upon conviction thereof, shall be punished by 
a fine not exceeding $6,000, or by imprison¬ 
ment not exceeding one year, or by fine and 
imprisonment, in the discretion of the court. 

Approved September 26. 1914. 

IF R Doc 38-3472: Filed. November 17,1938; 

12:44 p.m.J 


TITLE 49—TRANSPORTATION ANI) 
RAILROADS 

INTERSTATE COMMERCT 
COMMISSION 

Cancellation or Obsolete Orbem 

At a general session of the inu t ute 
Commerce Commission, held at its office 
In Washington. D. C., on the 10th day 
of November. A. D. 1938. 

The Commission, pursuant to direc¬ 
tions contained In the Federal Register 
Act, 49 Stat. 500—503, as amended, Hav¬ 
ing under consideration a codification of 
all documents which, in its opinion, have 
general applicability and legal effect in 
connection with Us functions and dudes 
under section 19a of the Interstate Com¬ 
merce Act, 

And it appearing, That certain erden 
heretofore entered by It. by reason of 
subsequent orders or for other reasons, 
have now become obsolete; 

It is ordered. That Valuation Ordm 
Nos. 2 and 10. dated May 12. 1914. and 
December 23. 1914. respectively, n siting 
to abandoned property; Valuation Order 
No. 9. dated April 4. 1916, relaUn to 
transportation of employees, supplier and 
cars of the Bureau of Valuation Valua¬ 
tion Order No. 13. dated February 9, 1915. 
relating to schedules cf property owned 
or used by steam carriers; and Valua:;on 
Order No. 21, dated July 6. 1917, relat¬ 
ing to specifications for maps. r.Harts, 
and schedules of telegraph and telephone 
properties in so far as applicable to rail¬ 
roads, be, and they are hereby, corvikd. 

By the Commission. 

[seal] W. P. Bastt: 

Secretary 

IP. R. Doc, 38-8471; Filed. November 17.1938; 

12:24 p.m.) 


* 50 8tat. 304. 






















